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CHAPTER XV 


COLLECTIONS AND THE MESSENGER 

. The Messenger. — The messenger (sometimes called 
“runner”) is the lowest in the scale of bank employment. 
The messenger is a beginner. His first duties consist 
in running errands in the bank, and carrying papers 
and mail to different departments and officials. In 
doing so he comes into contact with the executives of the 
bank and can so impress these officials with his person- 
ality and his characteristics that his advancement may 
be rapid. Whatever qualities, good or bad, he may 
have will quickly manifest themselves, and his career 
will be shaped accordingly. 

When not employed in the messenger work about the 
bank, he may be engaged m presenting notes, bills of 
exchange, acceptances, etc., to the bank’s customers; 
although this outside work requires boys of older age than 
the messenger work about the bank. 

A large volume of bank business is transacted through 
the medium of the outside messenger force. Their 
activities consist in making collections, carrying money, 
securities and valuable documents from the bank to 
other banks and to the various customers and others. 
The force must necessarily be well organized and well 
directed. The messengers must know what to do 
under various circumstances, and the position, although 
regarded as the humblest in the bank, is nevertheless 
an important one. 

Until the day’s work is in shape to take out, the work 
of the messengers is comparatively light and these 
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employees are used wherever they are needed. Between 
ten and three they are out on their routes and at other 
times engaged in miscellaneous errands about the 
bank. They act as general assistants to various officers 
and departments, being in the nature of a flying squadron 
which goes where it is needed. 

The messenger represents his bank and the bank is 
often judged and appraised by the conduct of the mes-s 
senger. He can surely make friends and perhaps 
customers for his bank by the manner in which he con- 
ducts the relatively unimportant and yet important 
tasks which are given him. 

In some banks the messengers are mature men, retired 
policemen and others who have concluded to spend their 
declining days in doing humble work rather than remain 
idle; or those who have been unfortunate in other lines 
of business and have taken up messenger duties for 
want of better things. 

Qualifications for a Banking Career. — Inasmuch as 
the messenger is presumed to be entering upon a banking 
career, it is here appropriate to discuss the qualifications 
which he must have or acquire if he is to achieve even 
a moderate degree of success in banking. 

In laying down the rules which make for business 
success, no two men will give the same essentials in 
detail, yet all will agree upon certain fundamentals, 
and certain characteristics. The recipes for success 
will therefore be as varied as those who compose them; 
but, like the recipes for cake will all contain the same 
fundamental ingredients. The man who assumes to 
discuss such rules will draw upon his own experiences 
and his own observations and make his prescription 
accordingly. The author must therefore be pardoned 
if he draws upon his own career for the rules which he 
considers essential to banking success. 



COLLECTIONS AND THE MESSENGER 


397 


Honesty. — As a general proposition the recipe for 
banking success begins with the admonition to be honest; 
but this is a necessary qualification for success in all 
callings and in every phase of life, and should be taken 
for granted. Honesty is not only the best policy, it is 
the only policy. No matter what may be the line of 
business the young man chooses, he will find opportunities 
to be dishonest. In selling goods there may be short 
weight or measure, false representation as to quality, 
misstatement of fact, little tricks that are unethical, and 
which are peculiar to the line of business. It should 
be the basic rule of all who aspire to business achieve- 
ment to be “four square with the world,” as Theodore 
Roosevelt put it; or in the words of the great commenta- 
tor Blackstone, live honestly, harm nobody, and render 
every man his due. 

Banking offers unusual opportunities to be dishonest, 
inasmuch as the bank employee handles money m great 
quantities, and faces many temptations. There are 
certain young men who should never go into banking. 
This type consists of those who cannot resist the tempta- 
tion to pilfer. There are those to whom the sight of money 
is an irresistible temptation that cannot be overcome. 
In my own bank, at one time, I had a young man who 
was engaged as messenger. After he had been employed 
about six weeks we found that he stole the first money 
he could put his hands on. One day a deposit was 
received too late to be placed in the money vault and 
was placed overnight with other valuable papers in the 
book vault in the basement. This young man was sent 
down the next morning to get some stationery, and 
seeing the money on a shelf, appropriated it ($100). 
It was soon discovered that the money was missing and 
the theft lay between the boy and the janitor. It took 
two detectives a day and a half to “break” the boy 



398 


COMMERCIAL BANKING 


into a confession. It is needless to say that such a 
boy should never seek employment in a bank, and he 
never would be given a bank job if such a tendency were 
known to the officials employing hqn. Therefore I 
lay down the rule that a bank employee must be honest, 
and if not, he will not long remain in banking. 

Accuracy. — The next essential I would name is 
accuracy. Banking is a mass of detail, each important 
in its place, and each fitting into the work like the teeth 
m a cog wheel. One thing done wrong will undo a 
thousand things done right. For instance, m posting 
a check for $8.90, it is posted as $9.80 and the work is 
out of proof. The teller received it as $8.90 and charged 
it out of his cage in the same amount; but when the 
bookkeeper’s work is checked back with the teller, a 
shortage is found to exist, and it matters not that a 
thousand checks were posted right, the one posted wrong 
will destroy the effect of all the accuracy in the other 
work. Two errors in a certain bank required upwards 
of three hundred houis extra work before they were 
located. 

Accuracy is not peculiar to banking — it is essential 
in every business. If, for instance, the clerk in a depart- 
ment store, m making out a sales ticket, gets the address 
wrong, it means that the package must be sent to the 
wrong address, recalled, the correct address ascertained, 
and a redelivery made, with all the attendant annoyance 
and costs. Accuracy may cost its price in time and care 
but it pays — always. 

Make your figures plainly — so plainly that there can 
be no question as to what they are. Never pass a figure 
that is in doubt and never make one that is doubtful. Be 
correct in your additions and subtractions; making the 
computations the second time as a matter of habit. 
Take nothing for granted. 
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A Regard for the Element of Time. — While all business 
has in it the element of time, banking is particularly based 
on a time schedule. The doors open on time and close 
on time. Negotiable instruments must be presented on 
time, or risk follows that may prove costly. The mails 
must go out on time, otherwise checks and other instru- 
ments will be late in arriving at their destination, and 
delay means loss of interest, and perhaps loss of money 
besides. The schedule of the day must be followed, 
otherwise the whole force may be detained at night, 
just as a slow movement in one wheel makes for slow 
movements in others. The tellers may hold up the 
bookkeepers and the bookkeepers may hold up the mail 
tellers; and they in turn may hold up the out going mail 

In the chapter on clearing houses it will be seen how 
clearings are made on the exact minute, and the bank 
must be ready for this clearing process, otherwise it will 
not receive payment for its checks and the work of the 
whole day will be unduly held back. 

Promptness is a virtue for its own sake, and the hfe 
stories of successful men reveal the fact that the successful 
business man is the one who keeps his engagements 
You have no more right to take another man’s t im e 
than you have to take his money. The busy man will 
always be prompt in attending meetings and keeping 
appointments. He expects other men to do the same. 
He regulates his life by a schedule and like the railroad 
expects to hold to it. 

During a period of about five years the author came 
intimately into contact with a certain business man who 
was habitually late. In all that time he never kept an 
engagement for anything on time. He would invariably 
be from fifteen minutes to an hour late. He would keep 
a group of directors in a corporation waiting more than an 
hour for him to appear and preside. At meetings of 
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bank directors that were almost vital to him he was, accord- 
ing to habit, late. 

Not only did this habit of being late involve his 
appointments, but it followed him in his engagements to 
meet notes and pay his bills. The banks which held his 
paper could never obtain its payment or a renewal on 
time. His paper was habitually past due. His interest 
was always in arrears. If he promised to send a check 
by a certain day, it never came as promised. From a 
most promising career, he descended to a dismal failure. 
Whatever he touched he blighted. 

If I were to lay down one essential rule, it would be 
this: Keep every appointment religiously — ahead of 
time if possible. Make no engagement you cannot meet ; 
and if unavoidably detained, use the telephone. If you 
owe money, pay it when it is due, or advise your creditor 
the reason if you cannot. When your note is due at 
the bank, make provision for it a day or two beforehand. 
Do exactly as you promise, both as to time and as to 
money, or have a good reason for failure to perform, and 
get the reason to the other party in time for him to make his 
arrangements accordingly. Never stall for time. I 
have never found a business man who would not be lenient 
and fair, if his debtors would but “lay their cards on the 
table,” and when they could not meet their engagements, 
frankly told him so; but as soon as they began to lie 
and deceive and obtain concessions by subterfuge, the 
man’s fighting blood was stirred to action and he would 
demand his legal rights. Men do not like to be trifled 
with; they do admire honesty and frankness in business, 
and will give and take, when the other fellow shows an 
honest purpose to do the best he can. 

Courtesy. — Much has been said and written about 
courtesy as a business asset; and courtesy has many 
definitions and expresses itself in many ways. It 
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simply means that every transaction shall be done with 
ease and grace and that the customer shall be pleased. 
He must not only feel that he has been served, but that 
the service has been willing, efficient and smilingly 
done. And this is not always an easy task. 

Modern business is transacted to a very large degree 
over the telephone, and the proper and efficient use of 
this instrument is important. Friends can be made 
over the telephone and enemies can just as easily be 
created. Lasting impressions can be given over the 
wires, both for good and for ill, and the bank man who 
succeeds in the highest sense knows how to use the 
telephone to its greatest advantage. 

Secrecy. — The bank man learns much of the b usin ess 
secrets of his clients He knows how their bank account 
is running, how they borrow, how they pay their bills, how 
they live. The inner secrets of men and families are 
known not only to the officials but also to the men and 
women m the ranks. It is vitally important that all 
information which is acquired in banking routine be 
held sacred. In other words, the information gleaned 
m the bank should be left at the front door when the 
day’s work is done; and all that is known of other 
peoples’ business should be as carefully guarded as the 
most personal secrets of one’s life. 

Dress the Part. — Personal appearances count for 
much in all lines of business. If you cannot be well 
dressed, be cleanly dressed. If your clothes are shabby, 
have them clean. It is no disgrace to wear a threadbare 
suit; but it is a disgrace to wear a soiled' collar. Dress 
plainly and in good taste. Avoid flashy colors. Buy 
good clothes and make them last a long time. Keep 
your shoes polished, your nails trimmed and clean, your 
linen fresh and your face shaven every day 1 
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Routine. — Inasmuch as banking is a mass of detail 
and routine work until the bank man reaches an execu- 
tive position, a liking or an adaptability for routine 
work is essential. The boy who likes to sell goods should 
never go into a bank; and the boy who likes mathematics 
should not try to sell goods. And unless the boy has a 
liking for keeping books, making figures, adding, sub- 
tracting and multiplying, he can never fit into banking 
There are certain positions m every bank which are 
nerve-racking and monotonous. These positions are as 
a rule shunned. Of such character is the work of the 
bookkeepers on the customers’ ledgers. This work, if 
in the Boston Ledger form (which see under bank 
accounting) consists in adding and subtracting con- 
stantly. It is not a desirable occupation, but a good 
training school. It teaches one to be exact, methodical, 
intensive. It requires concentration of a high degree. 
The boy who goes through this and keeps his courage has 
learned a valuable lesson. If the work is done by means 
of bookkeeping machines, it is largely a mechanical 
process. This too requires concentration, and is a 
steady grind. At best the only quality to be acquired is 
the ability to read names and figures correctly and' to 
operate quickly. The operator gets an intimate knowl- 
edge of the checking accounts that will, in other posi- 
tions, stand him in good stead. I find that ambitious 
boys shun this part of bank routine on account of its 
intensity, preferring to do other parts of the work which 
are more varied in their mental processes. I not only 
urge the boys, but in some instances compel them to 
take their turn at this work, knowing that the training 
they will get will be a good asset in future days. I had 
a most excellent employee who moved up the line 
fast. He soon became an assistant in the cage. It 
became necessary in vacation time to put him back on 
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the more humble work, at which he rebelled. I finally 
persuaded him that it is just as much an accomplishment 
to be able to go down the line and do the more humble 
work gracefully as to move up the line and do the 
higher work well. It proved a most excellent process of 
development and he became one of our best employees. 

Collections. — The term “collections” is used to desig- 
nate such instruments as have the element of time 
connected with them; and may also include irregular 
items which have failed of payment in other departments 
of the bank work. We may classify collections as (a) 
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Form 17 — Collection letter — time item 


outgoing, and (b) incoming. The outgoing collections 
will consist of the following : 

(a) Notes held by the bank under discount and pay- 
able at places other than its own counters. These must 
be sent out by mail or messenger for collection. In 
many banks they are handled by the note teller. 

(b) Notes left by customers of the bank for collection 
and credit. 

(c) Drafts, acceptances, etc. owned by the bank. 

(, d ) Drafts and acceptances turned into the bank for 
collection. 

(e) Irregular checks — those which have not been paid 
upon presentation, and those found defective or irregular, 
and which must be given special attention. 
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( f ) Coupons from bonds held by the bank as 
investments. 

(g) Coupons from bonds m collateral loans 

(h) Coupons from bonds in safekeeping. 

( i ) Coupons turned in by the bank's customers. 

(j) Maturing bonds owned by the bank and its 
customers. 

(i h ) Special collections, such as savings bank pass 
books, deeds, mortgages, and other valuable papers 
to be delivered upon the payment of specified sums. 



Form 18 — Commercial draft with documents attached 


The incoming collections will consist of the same kind 
of instruments received by the bank from other banks, 
firms, and corporations for collection. 

The essential thing is to have a record of all such 
instruments handled, so that tracing is easy and refer- 
ence possible at any future time. Banks therefore 
record in various ways. Date received or sent; date of 
instrument, maker, payee, drawee, time, from whom 
received, papers accompanying, protest or not, amount 
and fate. 

The division of such work as above outlined depends 
upon the size of the bank. The work itself is quite 
the same, whether it be done by a highly depart- 
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mentalized staff, or as part of the day’s work. In seek- 
ing to build up good will, based upon service to the public, . 
the banking world has assumed many functions hitherto 
regarded as no part of banking. At the same time banks 
have taken on various activities as a matter of pure 
service, for which nominal charges are made and in many 
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instances are performed gratuitously. Among such ser- 
vices may be mentioned the collection of coupons, notes, 
bills of exchange, handling valuable papers and securities 
for customers of the bank and others and for which in 
many cases no charges are made. The charge for such 
service is optional, but in such matters exchange has its 
rightful and undisputed place 

Reason for Making Collections. — If a reason were 
sought as to why a bank makes collections, the answer 
would lie in three directions: (1) It builds up deposits, 
(2) it serves the customer; and (3) incidentally produces 
as a profit the exchange charge if any. 

A bank handles two principle kinds of items, cash 
and time. The cash item is immediately credited to 
the depositor’s account, although a short lapse of time 
may occur before funds are actually received. In the 
case of a time item, no funds are advanced until payment 
has been received, when the amount is credited as a 
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cash item. In both instances the bank balance of the 
customer is augmented. 

Were it not for banking service in the line of collections, 
business men would have no other medium than the 
express companies through which to make collections, 
and these companies have not the finely organized 
facilities for such work as have the banks. Where the 
volume of collections is large, the receipts from exchange 
may be large enough to pay the operating expenses of 
the department and show a margin of profit besides 

The Time Items Received for Collection may be furthei 
classified into: (a) Those not yet due. These are 
notes, bills of exchange, drafts and acceptances which 
have not yet matured. They must be presented when 
due, and given more care than cash items in order that 
presentment may properly be made. Of the same 
character also are items such as drafts carrying bills of 
lading, deeds, mortgages, etc. which must have special 
attention. ( b ) Dishonored items, past due notes, 
unpaid checks, etc. which must be given more attention 
than could possibly be given in the departments handling 
cash items. Wire advice of payment is frequently 
requested on time items, and such advices cannot con- 
veniently be given in the departments handling cash 
items. In the latter speed is essential; in the former due 
care is the predominant characteristic. 

In making collections, the bank does not become the 
owner of the instruments as is the case in cash items 
It is the depositor’s agent, and as such must use due 
care in selecting collecting agents, and use due diligence 
in making the collection. Beyond the foregoing it 
cannot be held responsible until the funds have been 
received. If anything, more care is given to time items 
than to cash items, in that more detailed records are 
made and tracing is therefore much easier. 
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It is quite customary that when a cash item has failed 
of collection as such, to turn it over to the collection 
department for more careful treatment. For instance, 
a check is returned unpaid as short, uncollected funds, 
date, or any other reason. It is taken out of the cash 
work and turned over to the collection department for 
further presentation. Such department will present the 
item, it may be, several times, before payment is finally 


COMMERCIAL BANK 

.. 19 . 

IlFUt SlB 

Please receive herewith for Collection and credit 

Kindly acknowledge receipt lours Respectfully, 

Numlu r 

MAKER 

ON’ WHOM DRAWN 

WHFN Dl. E 

AMOtVT 
















































_ 


Form 20 — Collection letter. 


made; or failing in this it may be turned over to the legal 
department for such action as the law allows. An 
illustration will be in point: A bank in New York 
received a check from one of its correspondents as a 
cash item. It was returned unpaid. It was sent 
through again as a time item, and inadvertently advised 
as paid. The maker could not pay the check, and the 
sending bank refused to allow it to be charged back on 
the ground that it had advanced funds on the cheek 
upon the advice of payment. Nothing remained to do 
but to ‘ ' work it out.” The bank in error finally adjusted 
the matter by taking a series of small checks from the 
maker, dated a week apart. The item first appeared 
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as a cash item; then as a collection item; and finally as a 
“suspense” item, being held in unadjusted items account 
until paid. Meanwhile the legal machinery of the bank 
operated to compel the maker to issue the series of 
small checks in settlement. He could, of course, have 
been sued and judgment obtained; but banks resort to 
extreme measures only when all other methods have 
failed. 

The Collection Process. — It will simplify the collection 
process to take a single transaction and trace it from 
start to finish. We will take for the illustration a note 
received from a customer for collection and payable 
out of town. When the customer leaves the note he is 
given a memorandum receipt, either in the form of a 
special receipt, acknowledging the receipt of the item 
for collection, or an entry in a special pass book (if he 
has regular dealings in such matters) or it may be entered 
m the back of his regular deposit book. The item is 
then entered on a collection register, on a numbered 
line, which number will identify it subsequently. The 
item has stamped upon it with a rubber stamp, 


Our collection number 
2568 

Please report by number 


The entries in the collection register aie: Date 
received; date of instrument; maker; from whom 
received; where payable; amount; time; when due; to 
whom sent; instructions; fate. Under instructions will 
be entered “protest” or “no protest,” “B. L.” (meaning 
a bill of lading accompanies) “Allow examination” etc. 

The note is then stamped with the bank’s indorsing 
stamp and sent in a collection letter to its correspondent. 
The latter will make essentially the same entries on its 
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incoming collection register. The item will be listed 
on the messenger’s route list and by him presented to 
the maker of the note, or the bank at which it is payable 
If paid, the messenger will turn the amount over to the 
collection clerk. The item will be marked “paid” in 
the collection book, and credited to the account of the 
bank from which it was received. An advice will be 
sent to the sending bank, advising it that 

We credit you this day $ your collection No . . 

James Smith 

Upon receiving the credit ticket, the sending bank will 
charge the paying bank and credit the customer. In 
the outgoing collection book the item will be marked 
“Paid,” with date in the fate column. Should the 
item be dishonored, it will be protested and returned to 
the sending bank in the same manner, the protest fees 
only being charged against the sending bank. 

The notes and other instruments received for collection 
are kept m a note file under maturity dates, so that they 
will have attention when due. Where the party obli- 
gated to pay the note cannot be reached by the bank’s 
messenger, a notice is sent advising him that a certain 
instrument (describing it) is held by the bank for collec- 
tion. If not paid when due it is protested and returned 
unless protest is waived. 

Recall of Notes. — It is a common practice among 
business men to give out notes, and instead of allowing 
the instrument to be presented at the place of payment, 
take it up by check. In many cases part payment may 
be made and a renewal given for the balance. It fre- 
quently happens that a customer will ask to have a note 
recalled on the day Jt is due, either for the purpose of 
paying it^by checker for renewal. It is the universal 
rule to make these recalls through the same channel the 
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instrument traveled on its way for payment. And only 
the owner of the note may ask for its recall. Thus for 
example: A note is due today, payable in a certain New 
York bank. The person discounting the note wishes to 

pay it himself, or seeks to recall it and give a renewal. 

* 


No, $ 

COLLECTION RETURNED BY 

COMMERCIAL BANK 


New York, N.Y„ 191 

To 


Reason for non-pa j ment, if any given 
stated below. 


Form 21 — Collection returned 

The proper course would be to deposit the funds at the 
place of payment and let the note take its usual course. 
The parties in interest may adjust the matter between 
themselves by a discount of the renewal note and check 
to settle the difference. But in many cases the advice 
is received too late to make such a deposit or otherwise 
take up the note at its place of payment. Upon advice 
from the owner, the bank will advise its correspondent 
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to return the note without protest; the correspondent 
m turn will advise its correspondent, and so on until the 
note itself is reached. It is not allowable to take a short 
cut and avoid the several telephone or telegraph mes- 
sages, for the reason that if the note were not to go back 
through the original channel, the records of the interven- 


COMMERCIAL BANK 

192 

Mr 

Please to take notice that a draft on 

you drawn by for $ 

will be held at this bank for collection until 

3 pm. 

COMMERCIAL BANK 


Form 22 — Notice of draft received for collection 


ing banks would not be complete and there would be 
outstanding items to account for. Therefore banks 
will only honor recalls when received from their own 
correspondents. Whatever route the instrument took 
on its way to payment must be the route for its recall. 

The Messenger’s Duties. — The messenger is charged 
with what he takes out and must account for all papers 
and documents, either in cash or by the return of the 
papers taken out. His route is covered accprdmg to a 
program laid out by the messenger in chief and is so 
arranged that the maximum of ground may be covered 
with a mi nimum of time and expense. He is supplied 
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with a wallet with lock, which is generally fastened to 
the body with a chain enclosed in leather He is supplied 
with notices of various kinds, such as left out notices, 
arrival notices, notices of drafts presented, cash envelopes, 
etc., and a rubber stamp for receipting for paid instru- 
ments. 

Drafts in the possession of the messenger should be 
presented to the party drawn on and reasonable effort 
should be made to find the proper person. If the drawee 
cannot be found, a “notice of draft held” is left, so 
that he will have notice that the instrument is in the bank 
awaiting payment. One presentation is sufficient to bind 
the party primarily liable. 

Instruments drawn on partnerships may be presented 
to either partner. Those drawn on corporations should 
be presented to the cashier or treasurer. 

Reason for Return of Items. — Many banks make it a 
practice to give the reason for the return of all instru- 
ments handled by them, by checking alongside a list 
of reasons the one applicable. This slip is returned with 
the dishonored instrument and explains the reason for 
the return It is a helpful practice. The messengei 
should make such notation on all papers returned by him 
unpaid. 

Where the instrument is presented for acceptance, care 
should be taken that the acceptor is authorized to make 
the acceptance. The individual drawn on has, obvi- 
ously, such right. In partnerships, either partner may 
make an acceptance. In corporations, the treasurer is 
the logical one, although any executive officer may do so. 

Payment for Collections. — Payment for collection 
items should be in cash or certified check, unless the 
party paying the same is so well known, or is a customei 
of the_bank, when an uncertified check may be received. 
Papers should never be left with the drawee unless pay- 
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ment has been made or by special instructions from 
the bank. 

Where two items are paid by the same party with one 
check, notation should be made on the check of the 
collection numbers, or drawers names, so that the bank 
records may be reconciled 


IRVING NATIONAL BANK 

Wool worth Bojkbng - - New York 


DATE ENTEFtEO 

« 

PAYER 

PAYABLE AT 

DUE 

AMOUNT 

4 / n 

2274 

M SO CONNELL 

COLUMBIA TRUST CO 
HARLEM BRANCH 

4/ 14 

207 04 




Form 23 — Notice of payment of collection item 


Where documents are attached, they should never be 
released to the drawee unless payment has been made or 
acceptance of the instrument has been obtained, where 
delivery is permitted upon acceptance as distinguished 
from payment. Instructions which accompany the col- 
lection instruments should always be followed. Changes 
in any instrument presented for collection should not be 
permitted. 

Cash received should be placed in separate envelopes 
for each party, so that in ease counterfeits are included 
they may be charged back. It is well to count and seal 
the money in the presence of the one paying the instru- 
ment. 

Checks received m payment should be drawn on local 
banks, unless advised by a bank officer otherwise. They 
should be made payable to the bank. The amount 
should be correct. 
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Time items are left for examination and a “left out” 
notice is returned to the bank. The left out items are 
collected the following day. Upon the return of the 
messenger from his route, he reports to the department 
which sent him out and turns in his route sheet. He 
must account for all items taken out, either in cash, 
checks, returned items or left out slips. 


advice for IRVING NATIONAL BANK 

tVoolworth Building New York 

All notes and drafts are received at eustomor a 
Commercial Bank* Hew risk for collection subject to final payment. 

Oa^oIPnuSbkr DATt aeN1 * PAVER 

AMOUNT 

DUE I DOCUMENT!; INSTRUCTIONS 

21. >5 3/24- WCHAED SMI CEO 

COLLECT INO 

NK 

RIDGEWOOD NATL BANK 

RIDGEWOOD Y 

400 00 

1 PROTEST 


Form 24 — Notice of note paid and credited 


It seems hardly necessary to observe that papers 
taken out by the messenger should be given thoughtful 
attention, for the loss of a single piece of paper may cause 
loss, and certainly annoyance to the bank. The mes- 
senger must realize that he is handling valuable docu- 
ments, belonging to other people, and which carry certain 
rights with them; and a loss of the wallet or any of its 
contents may be a serious thing. White paper can 
carry information and facts which may have caused a 
great deal of labor to prepare and which cannot be 
replaced without a great deal of effort. For instance, 
the loss of a bill of lading may cause delay, and perhaps 
the loss of a shipment of a lot of perishable merchandise; 
and to obtain a duplicate or substitute necessitates 
certain routine that is annoying. Carefulness is an 
asset in any business. 
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Time Items. — Time items are presented to the drawee 
as soon as received by the bank They are if necessary 
left in the possession of the drawee for a short time, not 
over one day, for examination. If accepted the instru- 
ment is taken back to the bank and held until maturity 
when it is presented for payment. In some cases the 
instructions are to release documents upon acceptance 
and in others only upon payment. Where the present- 
ment for acceptance is made by the city collection 
department, the presentation for payment may be made 
through the note teller. If loans are made against the 
instruments, they will be turned over to the dis count 
department and held in the discount department between 
their acceptance and their payment, and by the discount 
department turned into the collection or note depart- 
ment for "collection at maturity 

City Collections. — Items which are payable within the 
limits of the bank’s home city are called “city collections ” 
and are made by messenger. This includes the collec- 
tion of certain cash items as well as collection items. 
Banks which are not members of the clearing house pay 
their checks by drafts on their correspondent banks in 
the financial center or on the Federal reserve bank. 
Such checks must be presented over the counter of the 
paying bank, by messengers. The messengers also 
present the irregular items, coupons, and other time 
items for payment. Items payable at business places 
are presented by the same force. Where the bank is 
large enough the presentation of notes and coupons is 
made through the note teller’s department and not 
through the collection department. The city collection 
department will under such circumstances, collect all 
items with the exception of notes and coupons, of what- 
ever nature they may be. 
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In a large New York bank, the city collection depart- 
ment collects large cash items that cannot reach the 
transit department in time to be sent to the Federal 
reserve bank for immediate credit While such mes- 
senger service is costly, the saving m interest more than 
offsets the cost of personal collection. Also this depart- 
ment collects certain classes of items not handled by the 
Federal reserve bank, or the clearing house. The items 
to be presented are indorsed with the “paid” stamp of the 
bank and listed on route sheets in duplicate. These 
route sheets have the name of the party to whom present- 
ment is to be made, the amount and fate. After pre- 
sentation the route sheets are turned m, with unpaid 
items and returns for those honored. The fate of each 
item is indicated together with memorandum of the 
kind of funds received. 

Dishonored Items. — The dishonored item is listed 
in a returned item book with the reason for the return, 
with a more or less complete description of the item. 
It is then protested and charged back to the customer from 
whom it was received. Where an item fails of collection 
as a cash item, it is generally put through the work as a 
collection item before finally returning to the customer; 
although it would be charged to his account as soon as 
payment was refused. 

In the city banks the greater part of the collection 
items come through the mails from correspondents. 
These are turned over to the collection department 
from the mail department, before or after acknowledg- 
ment is made of their receipt. Another source of such 
items is the import department, where foreign drafts 
are received on account of international transactions. 

Incoming Collections. — Incoming collections are 
recorded on sheets or collection registers, with the fol- 
lowing details: Date, sender, maker, drawee; collec- 
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tion number, amount, documents, instructions, and 
fate. The items may be grouped or separate sheets 
used for the various kinds, as desired. After the items 
have been listed on the collection sheets, they are tran- 
scribed on loose forms, making several carbon copies. A 
typewriting machine is now made that will feed four or 


NATIONAL COMMERCIAL BANK AND TRUST COMPANY 

ALBANY, N Y 

WE BEG TO ACKNOWLEDGE RECEIPT OF FOLLOWING UNPAID ITEM 

QfC-P P WW, 


YOUR OATS | DESCRIPTION 

REASON 

u amount 

To Hew York: 1 

2.27 1 1226 

PRO 

za.60 

e EES J 



Form 25 — Acknowledgment of unpaid item returned 


five sheets with carbon paper m between, so that several 
duplicates may be made without inserting the carbons 
It automatically removes the carbon after making the 
impressions. These forms are so worded as to act as : (1) 
Acknowledgment; (2) forwarding slip; (3) file for 
customer, (4) credit ticket, (5) maturity slip. Number 
1 goes back to the source of receipt; number 2 goes with 
the item, number 3 is filed under customer’s name; num- 
ber 4 becomes a credit ticket when paid; number 5 is 
filed under due date for presentation purposes. After 
being entered thus they are sent out by messenger for 
collection. Stocks and bonds are entrusted to the more 
experienced messengers, usually mature men Outgoing 
collections may also be recorded on similar carbon forms 
Non-payment. — Where items are dishonored, the in- 
structions of the customer come into play. In many 
banks there is a rule that items under a nominal amount 
— say $10, are not to be protested; while on items of 
larger sums, such as $500 and over telegraphic advice is 
given of non-payment. Practically all collection items 

27 
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have instructions accompanying. Where the customer 
does a regular collection business standing instructions 
may be given which apply to all his business. 


FIRST NATIONAL BANK 

PHILADELPHIA, PA 


FOR COLLECTION 
H 

To 

Commercial Bank, New York 

COLLECTION DEPARTMENT 




Date 


4/15/21 


\ 


84081 


1 NUMBER 


PLACE PAYABLE 


KEYSTONE TYPE FOUND Ftt 4/15 


SO SIOE OBSERVER CO ROCKVILLE CENTE 


SUPPLY HOUSE 

• MBTKUCTIOM 


4/15 


»o not ltonu irorl.d X on thin lott.r 

•ud l»*»rIno (320) «tkmp or 
authority ot m proooodUig ondorrtr 


50 00 
INT 1 00 

51 00 


N Y 


D«ltv«p documontn only on payment unLu 
oth«rw!io instruct'd. 

Do not hold tor convtnlsncs of parties. 


Form 26 — Collection lettci with explicit instructions 


roNMNo us No 9360 

trails J WtIL SYDNEY H HPHMAN OCOROE 0 CONNUtV 

FRANK S V/HtlUR assistant Cssmisu 

AKrmmo WOLF SSiKSSJ«?5Sir,cK 

UNION EXCHANGE NATIONAL BANK 

OF NEW YORK 

FIFTH AVENUE AND 21 ST STHEET 

NEW YORK _ .V IV 1921 

Commercial Bank, Few Yoik, F.Y 

J’ti a u a, kno virtue / < t,/>( of all Mien H\ DUl 

Imleix other ttu direettd, follow uuirtuttotvs f'A'Ifl,’ J f I) ON <>A III t(llt I> 10 t/ttm rmtoxeil 
lULit andrtlutn H/TltOt TDU all dishonored paper , l \f //*//// MS M IAAJ D X 

IRtrs all unfHixd or unaaeptetl tleros oi er $500 

JT1 MS V IE AID X DO MOT I'KOTLST 

endorser 


AMOUNT 

ail 

A Ro«i enter g Co 

YOU 

18 ? 

70 C 








WKSSXWS^^is^ 

mm 

mm 







BIEASE WIRE PAYME! 

TT OR FOF BAYME1IT 

IMMEDlJ 

.TELY 


— - 






Form 27 — Collection letter with instruction, s 


Arrival Drafts. — A great many drafts are drawn pay- 
able upon arrival of the goods. Such items are regarded 
as time items. As soon as received they are presented 
to the drawee, or notice given him that the draft has 
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arrived. It is presumed the customer desires the goods 
and will take up the draft as soon as the goods arrive m 
order to avoid demurrage charges. In order to keep 
the drawee informed, some banks send out weekly 
notices of the drafts in possession awaiting the arrival 
of the goods. Automobiles are shipped largely upon 
arrival drafts; but inasmuch as an arrival draft is a 
time draft and carries documentary stamps, some of the 
large automobile firms are using the demand draft 
which requires no stamps, with instructions to hold 
until the arrival of the goods. 

Country Collections. — Many banks find it necessary 
to operate a country collection department which handles 
non-cash items payable out of town. Of such are notes, 
acceptances, bills of exchange, past due checks, coupons, 
etc. These are recorded in the out of town collection 
register with the same details as other collections, and 
sent out with letter of advice in time to make proper 
presentment on the due date. This is usually done a 
week or ten days in advance of maturity. One distinc- 
tion prevails m this respect, namely; such items as are 
sent out for collection are not charged against the account 
of the bank to which they are sent until the latter 
advises that payment has been made In sending out 
cash items they are immediately charged to the corres- 
pondent’s account. 

The carbon system for recording collections out of 
town is as meritorius as for city collections. Several 
carbons are made at one impression, describing the 
instrument by date, maker, payee, from whom received, 
amount, maturity, time, etc. Two copies go with the 
item, one being the letter of transmission and the other 
the receipt of the bank to be returned in acknowledgment , 
one copy is filed under due date, another under owner’s 
name, one serially, another being the credit ticket upon 
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receipt of advice of payment. When payment is advised 
the account of the collecting bank is charged, and the 
customer is credited; or if cashier’s check is received, the 
customer’s account is credited with the proceeds, and 
the cheek put through for payment. 

The smaller banks do not find it necessary to consider 
collections as a feature of their business, although such 
items should be given the same attention as if the bank 
were more highly organized. Usually this work devolves 
upon one of the clerks who gives collections attention in 
connection with many other duties. In such banks col- 
lections are not numerous, but this is not to say they are 
not important. 

City Notes and Acceptances. — With the tickler as a 
guide, notes and acceptances falling due on the following 
day are prepared for collection on the day previous The 
instruments are taken out of the files and checked with 
the listings on the maturity book The tickets are 
checked with the instruments to be sure that the details 
have been correctly entered. The items aie entered 
m the route book or upon route sheets, and may again 
be checked with the maturity book to act as proof that 
all items have been accounted for They are then sent 
out by messenger on the day due and are collected as 
already set forth. 

Collections Payable at the Bank. — The making of a 
note payable at a bank, or making an acceptance payable 
at a bank is equivalent to an order on the bank to pay 
the same on the due date. 

It is not necessary to obtain instructions from the 
maker or the acceptor as to its payment, for the act of 
making or accepting is the bank’s warrant to pay on the 
due date. Therefore, unless the maker or acceptor has 
lodged a stop payment against the instrument, which 
he has a right to do, the bank may charge his account the 
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same as a check. Should the account not have sufficient 
balance, the bank should communicate with the maker 
or acceptor in order that there may be no injustice done 
through oversight. 

Collections Payable at Clearing House. — Where notes 
are payable at a bank which is a member of the clearing 
house, it is customary for the bank honoring the instru- 
ment to accept or certify it, after which it is collected 
through the clearing house with the checks on the next 
day. Such items are presented to the paying bank in 
the morning, and if honored are certified and returned 
to the presenting bank. If dishonored, the maker may 
be notified, and he has until three o’clock to make the 
paper good. 

Settlement for Collections. — When a note has been 
collected for a customer, and has not already been 
passed to his credit as a discount, the amount is credited, 
with notice. In such cases the duplicate ticket made 
out when the item was first entered in the collection 
process becomes the credit ticket. 

This is sent to the bookkeeper who makes the proper 
entry. If settlement is to be made by cashier’s check, 
the credit ticket becomes the requisition for cashier’s 
check. One of the duplicates made at the beginning of 
the process becomes the customer’s letter of advice 
Unpaid collections m the form of notes and acceptances 
are returned to the owners through the same channels 
as received, and if protested, the fees are charged 
back. 

Collection of Coupons. — The collection of coupons 
for clients and for its own account has always been a 
part of bank service. These coupons are received from 
various sources, namely: 

Coupons left for collection and deposit 
Coupons from the bank’s investments. 
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Coupons from the securities for safe keeping. 

Coupons from trusts. 

Coupons from securities in collateral. 

Inasmuch as coupons are essentially cash, being pay- 
able to bearer, they must be given more care than other 
bank collections. Since the Liberty Loan campaigns 
placed millions of bonds in the hands of private indi- 
viduals, government coupons have been passing through 
the banks in large numbers and in large amounts. 

The work of collecting coupons is so heavy in the city 
banks that it is given a department by itself and at 
times the work is extremely heavy, particularly in Jan- 
uary and July, which are the favored months for coupon 
payments. In other banks this work is made part of 
the duties of a clerk who includes it in his daily routine 
The coupons as received for collection must be accom- 
panied by the proper blanks for income tax purposes. 
Coupons from Liberty bonds and municipal issues, as 
well as coupons from securities held by corporations 
do not require these tax blanks. All others must be 
in due form. The coupons should be enclosed in coupon 
envelopes, each issue by itself, with the name of the 
debtor, place of payment if known, owner, due date, num- 
ber, amount of each coupon and total. Coupons as 
received are listed in a coupon collection book, which 
gives the name of the paying company, due date, the 
number of coupons, the amount, the owner, disposition of 
proceeds. Coupons as received are carefully checked 
with the envelope records to see that the coupons are as 
stated both in number and amount and that they are 
due or about to become so. After being entered in the 
receipt book credit ticket is made out in duplicate, 
advising the sender of the credit and forming the basis 
of the posting credit in the ledger account. Inasmuch 
as most coupons are now payable “at the fiscal agency 
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of the company in New York” or other large city, the 
collecting bank must know where each company meets 
its coupons. Lists are made up of these fiscal agencies 
and kept revised from time to time for presentation 
purposes. The coupons are then sorted according to 
place of payment and route sheets made up for the use of 
the messengers in making collections. The income tax 


ACKNOWLEDGEMENT 

RECEIVED 

J c. 

IRVING NATIONAL BANK 

Commercial Bank 

New York. 4/20/31 

Coupons returned unpaid - 

NAME 

REASON 

AMOUNT 

City of Paris 

do 

Use form lOQl-Arev. 

do 

60. ( 

60. C 

0 

0 




Fobm 28 — Coupons returned for income tax form 


certificates are frequently incomplete or on the wrong 
blanks and must be returned for correction. It is allow- 
able for banks to act as collecting agents and to sub- 
stitute their own certificates for the originals, and the 
city banks frequently substitute the correct forms for 
the incorrect and advise their correspondents that they 
have done so. 

In sorting the coupons they may be classified mto. 
(a) Coupons due, and ( b ) coupons not yet due. Coupons 
not yet due are entered under their due date m a collec- 
tion register similar to promissory notes for future atten- 
tion. On account of the magnitude of the work at 
certain periods collecting banks request that coupons 
be sent in advance of their due date so that delays may 
be avoided when the due date arrives. 

The coupons having been proven, credit tickets 
made out, income tax certificates examined and corrected 
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where necessary, the place of payment indicated on 
the envelopes, and the routes classified for the messen- 
gers’ convenience, they are ready for presentation. The 
coupons for each company are enclosed m an envelope, 
the amount indicated thereon and the amount for each 
paying agent also grouped so that one presentation is 
necessary. The total of the route sheets, which show 
the amount taken out on each route in detail, must agree 
with the coupons receipts for the period covered by 
the presentation, which acts as a proof of the work of 
sorting and listing. Some paying agents (trust compan- 
ies or trust departments of banks) require coupons 
to be presented in their own envelopes, for the sake of 
uniformity. In such cases the original envelopes are 
retained by the bank making the collection and filed 
for a length of time for record purposes 

The coupons and route sheets are now ready for pre- 
sentation to the paying agents. This is done by special 
messengers who are charged with the amount taken out 
on the route sheets and must account for the same, either 
by returning the amount charged out, or the unpaid 
coupons. Where the paying agent withholds the income 
tax, the amount so held out is deducted from the remit- 
tance charge out and charged back to the source from 
which the coupons were received For this purpose the 
various lots of coupons are given identifying numbers, 
which are duplicated on the income tax blank, so that 
each envelope originally received, together with its 
accompanying income tax blank will have a distinguish- 
ing number. When a charge back is made, its source 
is known by these numbers. The credits are then 
checked out with the returns and in some banks turned 
over to the note teller or collection department for 
credit and advice. In large banks the coupon depart- 
ment will make its own proof and credits. 
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Maturing bonds are treated in a iranner similar 
to coupons except in the matter of enclosures m 
envelopes The bond records are kept by numbers 
so that each bond may be traced through the records 
and into the mails. 

Inasmuch as New York is the financial centre of the 
country, a great many corporations have their bonds 
payable at New York banks and trust companies. 
These banks maintain large and well organized coupon 
collection departments These departments operate 
along lines similar to the city collection department. 

Unpaid Coupons. — Coupons are not always paid, due 
to several causes, the most frequent being some irregu- 
larity, such as wrong date, sent to wrong paying agent, 
not yet due, and defective income tax certificates. Care 
should always be taken that coupons sent in are about to 
become due. Frequently the wiong coupon is cut 
from the bond m error, and not discovered until it reaches 
the paying agent The most frequent cause of return is 
incomplete income tax certificate, obsolete or wrong 
form, making it necessary to hold back payment until 
the error can be corrected The collecting bank will 
often supply the correct form, or alter the erroneous 
matters, with advice to the owner or collecting bank from 
which they were received. 

Coupons sent out for collection are entered in a coupon 
collection record giving the date received, the owner, 
name of company, number of coupons, amount, where 
sent and fate They are sent out under registered mail, 
and the same carbon forms may be used as m making 
other collections, which see. When payment has been 
made the credit ticket will be received from the collecting 
bank and the amount credited to the owner and charged 
to the correspondent bank. 
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Exchange Charges. — In making collections, the ele- 
ment of exchange has its proper place. The service is 
real, special and involves more care and labor than the 
handling of cash items. Practically all collections 
carry exchange and this charge is deducted from the 
credit when passed to the customer’s account and 
credited to exchange account. The fee is discretionary 
and more or less uniform among banks. In certain 
clearing house centers the exchange rate is agreed upon 
between the banks; while m country banks the charge is 
optional. 

Receipts of the Collection Department. — The receipts 
of the collection department, being of the same nature as 
those received by other departments of the bank follow 
the same course, namely: Cash to paying teller; out-of- 
town items to transit department, checks on itself to 
bookkeeping department, etc. Items held over for any 
reason are kept within the department’s control for 
future treatment. 



CHAPTER XYI 


PROTEST AND NOTICE OF DISHONOR 

It is required in the law that negotiable instruments 
shall be presented at the time, at the place indicated, 
and to the party obligated to pay the same. The 
process of timing negotiable paper to determine its 
maturity will be found discussed under the caption 
“ Timing Notes. ” Where a place of payment is stated, as 
must be the case in bank checks, the instrument must be 
presented at the bank, but m promissory notes and bills of 
exchange the place of payment is sometimes omitted. In 
this instance, the instrument is payable at the place of busi- 
ness of the maker or acceptor. If he has noplace of 
business, it is payable at his home; and if he has no 
residence, it is payable wherever he may be found. 

Checks are, as a rule, required to be presented during 
the established banking hours. Where the instrument 
is presented at a place of business, it must be presented 
during the established hours of business; and where it 
is presented at a private residence, it must be presented 
before the usual hour of rest, giving cognizance to the 
habits and customs of the community When an instru- 
ment has been properly presented for payment and 
payment has been refused, notice of dishonor must be 
given the drawer and each indorser in order to charge 
them with liability on the same, unless notice has been 
waived or otherwise dispensed with 

The giving of notice of dishonor is dispensed with 
when, after the exercise of reasonable diligence, it cannot 
be given or does not reach the party sought to be charged. 

427 
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The one who is giving the notice must use due diligence 
in ascertaining the address of the party sought to be 
charged, and also in giving the notice. If he did use 
such care, and the notice fails to reach the party, the 
latter is charged nevertheless. If due care is not used, 
then the party is discharged. What is due care, or 
diligence, cannot be definitely stated. It depends alto- 
gether upon the circumstances of the transaction. 

There are circumstances where notice of dishonor is 
not required to charge a drawer with liability, as, for 
example, where the drawer of a check has no right to 
expect that his check will be honored. A check is 
presumed to be drawn against sufficient funds, and the 
drawer is presumed to know the condition of his account. 
Consequently, if he draws a check knowing that he has 
insufficient funds to meet it, or no funds at all, and there 
is no valid agreement with the bank to honor checks so 
drawn, he has no right to expect anything other than 
that his check will be dishonored. He will not be per- 
mitted to defend an action against himself on the check 
on the ground that he received no notice of dishonor. 
If the drawer has reasonable ground for believing that 
the check will be paid, he is entitled to notice notwith- 
standing the check is drawn against insufficient funds 

Presentment for Payment . — Presentment for payment 
is one of the steps which the holder of a negotiable instru- 
ment must take if he would chaige the drawer and 
indorsers with liability. If he fails or neglects to present 
the instrument for payment, the mdoisers will, in the 
absence of special circumstances, be released from 
liability. The general rule is that a check or a demand 
bill must be presented for payment within a reasonable 
time after its issue. The failure to so present the instru- 
ment discharges the drawer only to the extent of the loss 
which he may have suffered by reason of the holder’s 
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neglect. Such a loss is suffered by the diawer of a 
check when the drawee bank fails during the time the 
holder retains possession of the check A check might 
be good when drawn, and for a period of time thereafter, 
but if the holder delays presentment and the bank fails, 
the maker would be released by reason of the delay 

In presenting a check for payment it is not necessary to 
present the same to the paying teller for cashing; it is 
sufficient if it be presented for deposit and the credit is 
refused. The check may be presented to anyone author- 
ized to make payment, and no particular officer need 
make the refusal. 

Reasonable Time. — In determining what is a reason- 
able time, regard must be had to the nature of the 
instrument, the usage of trade or business with respect 
to such instruments, and the facts m the particular ease. 
The reason for this rule in the case of a check, is that 
a check is not designed to circulate as a medium of 
exchange and should be presented with due diligence 
consistent with the attending circumstances 

It is held generally that m order to make a present- 
ment within a reasonable time, where the holder and the 
drawee bank are in the same place, the check should be 
presented before the close of banking hours on the day 
after its receipt. If the check is not presented within 
such time and a loss results thereby, as where the bank 
fails m the meantime, the drawer is discharged. 

When the check is on an out of town bank, the holder 
is of course, given a greater length of time within which 
to make presentment Just how much time he is 
entitled to depends upon circumstances. The distance 
which the check must travel, the facilities for sending it, 
and the customs and usages of the banks handling checks 
in such cases, must be taken into consideration. The 
general rule is that the person receiving the check, in 
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the absence of special circumstances, must forward it for 
presentment not later than the day after its receipt. 
The agent to whom the check is sent must m turn forward 
it not later than the day after its receipt. Under this 
rule, banks quite generally forward all checks the same 
day as received, and all checks in their hands at the 
close of business go forward before the close of business 
Special circumstances may, however, make it necessary 
to hold the check over until the next day, and under the 
above rule this would satisfy the law as to due diligence 

Circuitous Routing of Checks. — Under the old regime, 
checks were often sent by round-about methods to 
escape exchange charges, but under the Federal Reserve 
System more direct collections are now made. If the 
bank receiving the check has no correspondent in 
the place where the check is payable, it should forward the 
check in such manner as will make presentment without 
unnecessary delay. Circuitous routing of the check is 
held improper, and forwarding a check thus will have 
the effect of discharging the drawer where the check is 
not paid upon presentment, if it appears that the chock 
would have been paid if it had been presented in a more 
direct manner. 

What is required of banks in check collections is 
reasonable care and due diligence, taking into considera- 
tion the nature of the check and the usages of banks. 
And where the check goes through a series of correspond- 
ents, this will be held proper if such is the established 
custom, and m keeping with accepted banking practice. 
Thus, a check was received in Philadelphia and drawn 
on Greenville, Ala., on Dec. 12, after banking hours. 
It was deposited the next day. This bank, instead of 
sending the check direct to a bank in Greenville, which 
would have made presentment on Dec. 17, sent it to 
another bank in South Carolina, which forwarded the 
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check to a bank in Montgomery, Ala. The latter sent 
it to Greenville and it was presented on Dec. 19, one day 
after the drawee bank failed. There was no proof to 
show that this was the established custom in making 
such collections, or any previous dealings between the 
parties. Judgment was given the payee of the check 
because of the undue delay m presenting 

Presentment through Clearing House. — In the larger 
cities the custom is general to make presentment of 
checks through the clearing house on the day after their 
receipt. Banks that join these associations agree to 
make their presentations thus, and the courts sust ain 
such practices as necessary. In a New York decision 
the court said: 

The usage of trade and business has become incorporated into the 
banking business of the state and country and would be seriously affected 
if immediate piesentment to the paying bank were required . 
Bearing m mind the vast number of checks daily used m the City of New 
York, it is apparent that, if the banks and trust companies of New York 
were required immediately upon their receipt, to present deposited 
checks to the banks upon which they are drawn for payment, confusion 
amounting almost to chaos would be the result 

Presentment of Certified Checks. — The rule requiring 
the presentment of a check within a reasonable time 
after its issue in order to charge the drawer, applies to a 
check that has been certified at the instance of the drawer 
before its delivery to the payee, as well as to an uncerti- 
fied check. And as in the case of an uncertified check, 
the drawer is discharged by a neglect on the part of the 
holder to make due presentment, only to the extent 
of any loss that the drawer may suffer as a result of such 
neglect. But, as regards the drawee bank which has 
certified the check, demand may be made at any time 
within the statute of limitations. Where the check is 
certified at the instance of the holder, the drawer and 
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indorser are thereby discharged and the question of 
presentment for the purpose of holding them liable does 
not arise . 1 

Presentment of Other Instruments. — Presentment of 
bills of exchange, acceptances and promissory notes 
must be according to their tenor. They must be pre- 
sented at the place named on the day of their maturity. 
They must be presented to the one primarily liable 
thereon. If they are payable at a bank, they should be 
presented at the proper window or through the mails or 
clearing house or by messenger before the close of business 
on their due date. If payable at a place of business, they 
must be presented to the maker or acceptor during 
business hours. If payable at a private residence they 
must be presented to the maker before the usual hour of 
rest on the due date. If payable at the office of a 
corporation, they must be presented to the cashier or 
treasurer as the proper financial officer. Paper executed 
by a partnership may be presented to either partner 
during business hours. 

Protest and Notice of Dishonor. — The term protest 
includes all the steps necessary to fix the liability of a 
drawer or indorser upon the dishonor of commercial 
paper. It is necessary only m the case of foreign instru- 
ments (those drawn in one country and payable in 
another, or in this country, those drawn in one state and 
payable m another). Protest may, however, be made 
on any instrument. 

Protest is not only necessary to charge the indorsers 
and the drawer, but is prima facie evidence that the instru- 
ment has been presented for payment and has been 
dishonored. Such evidence is valuable in event of 
litigation, and no further proof of the fact of presentment 
and dishonor is necessary. 

1 Br4J)y, “Law of Bank Checks,” p 110, 
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The practical reason for protest is to give the parties 
immediate notice of the non-payment of checks, notes 
and bills of exchange, so that their business dealings 
may be guided accordingly, and that they may take 
immediate steps to protect themselves from loss 

Process of Protest. — When the presentment has been 
duly made and payment refused, it is the duty of the 
notary to make a “notation of protest” in his protest 
record. This describes the instrument m full, by maker, 
date, amount, time to run, due date and parties thereto. 

The certificate of protest is then made out This is 
attached to the instrument. 

The notices of protest are then made out and mailed to 
the parties within the time prescribed in the law. 

Time of Notice. — Where the party giving notice and 
the party receiving notice reside in the same place, 
notice must be given within the following times 

1. If given at the place of business of the party to 
receive notice, it must be given before the close of busi- 
ness hours on the day following dishonor 

2. If given at his residence, it must be given before 
the usual hours of rest on the day following. 

3. If sent by mail, it must be deposited m the post 
office in time to reach him in the usual course on the day 
following. 

Where the party giving notice and the party receiving 
notice live in different places, the notice must be given 
within the following times. 

1. If sent by mail, it must be deposited m the post 
office m time to go by mail the day following the day of 
dishonor, or if there be no mail at a convenient hour on 
that day, by the next mail thereafter. 

2. If given otherwise than through the post office, 
then within the time that notice would have been 

received m due course of mail, if it had been deposited 
28 
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in the post office within the time specified in the last 
subdivision. (Negotiable Instruments Law, See. 174 
and 175 ) 

Where the notice is duly addressed and deposited m 
the post office the sender is deemed to have given due 
notice, notwithstanding any miscarriage in the mails. 

The term “post office” includes any branch post 
office or any" letter box under the control of the post 
office department. 

Notice to prior parties: 

The party who receives the notice has the same time for 
giving notice to antecedent parties that the holder has 
after dishonor. 

The general rule is to give notice of dishonor by a 
notary, who is either in the employ of the bank, or who 
does the notarial work for the bank. In the smaller 
banks he is usually an officer. 

The notice may be in writing, or merely oral, and in 
terms may be m any terminology that will identify 
the instrument, and indicate that it has been dishonored. 
It may in all cases be given by delivering the notice 
personally or by mail. 

Where protest cannot be made by a notary, it may be 
made by any reputable citizen of the place where the in- 
strument is dishonored, in the presence of two or more 
witnesses. 

Notice — to Whom Given. — The notice may be given 
to the party himself, or to his agent. 

If the party be dead, the notice must be given to his 
personal representative, if there be one, and he can be 
found with reasonable diligence. If there be no repre- 
sentative, notice may be sent to the last known place 
of business or residence of the deceased. 

Where the parties to be notified are partners, notice 
to any one partner is notice to the firm, even though 
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the firm has been dissolved. Where the parties are 
jointly on the instrument, and are not partners, notice 
must be given to each of them, unless one has authority 
to receive notice for the others. 

Where the party to be charged is ba nkr upt, or is 
insolvent, or has made an assignment for the benefit 
of creditors, notice may be given to the party himself or 
his trustee or assignee. 

It is the common custom among banks to address 
notices of protest to their last indorser, and to include 
a notice for each prior party. Stamps are enclosed 
with the notice and the one receiving must forward the 
notices to prior parties within the times already herein 
specified. 

Where Notice Must Be Sent. — If the party has added 
an address to his signature, the notice must be sent to 
that address. But if he has not given an address, the notice 
must be sent : 

1. Either to the post office nearest his place of resi- 
dence, or to the post office where he is accustomed to 
receive his mail; 

2. If he fives in one place and has his place of business 
in another, the notice may be sent to either place ; 

3. If he is sojourning in another place, notice may be 
sent to the place where he is sojourning. 

If the notice is actually received by the party, within 
the time specified, it will be sufficient although the notice 
was not sent in accordance with the requirements above 
mentioned. 

Notice May Be Waived. — Notice of dishonor may be 
waived, either before the time of giving notice has 
arrived, or after the omission to give due notice, and the 
waiver may be expressed or implied 

Where the waiver is part of the instrument and em- 
bodied therein, it is binding upon all parties, but where 
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it is above the signature of an indorser, it binds him only 
This waiver of protest is deemed to be a waiver not 
only of a formal protest, but also of presentment and 
notice of dishonor. Notice of dishonor is dispensed with 
when, after the exercise of reasonable diligence it cannot 
be given to or does not reach the parties sought to be 
charged. 

Notice Need Not Be Given to the Drawer. — (1) Where 
the drawer and drawee are the same person; 

2. Where the drawee is a fictitious person or a person 
not having the capacity to contract; 

3. Where the drawer is the person to whom the instru- 
ment is presented for payment; 

4. Where the drawer has no right to expect or require 
that the drawee or acceptor will honor the instrument; 

5. Where the drawer has countermanded payment 

Notice need not be given an indorser 

1. Where the drawee is a fictitious person or a person 
not having capacity to contract, and the indorser 
is aware of the fact at the time he indorsed the instrument , 

2. Where the indorser is the person to whom the 
instrument is presented for payment; 

3. Where the instrument was made or accepted for 
his accommodation. 

Protest Fees. — When an instrument is protested, 
there is usually a notarial fee. This varies, and runs 
from 50 or 75 cents up to about $3. The postage is 
additional, and, the amount charged is largely a matter of 
custom. These fees sometimes are allowed to the notary 
in some banks, while in others they are turned into the 
bank and credited to protest account. In the large 
banks, where dishonpred instruments are in large numbers, 
these fees amount to large sums m the course of the year; 
an<l even m the small banks are of considerable amount. 
It is tiie author’s opinion that these fees should not be given 



PROTEST AND NOTICE OF DISHONOR 


437 


to an officer as a bonus or an emolument, even though 
the work of protest takes part of his time. He should 
be given a salary commensurate with his duties, and any 
fees that may come to him should be a part of the bank’s 
earnings. 

Where protest is required, there is no doubt that the 
party so charged is liable for the fees, and the usual 
course is to charge back the amount plus the fees, until the 
instrument reaches the maker, who m the end pays the 
same. But where protest is not necessary, the decisions 
are not uniform as to the right to collect these fees 
As a matter of fact they are as a rule collected. 

To be absolutely safe, the presentment must be made by 
the notary who executes the notice of protest ; inasmuch as 
the decisions are not in agreement as to whether this may 
be done by a deputy or clerk. It is generally held that 
the fact that the notary holds stock m the bank owning 
the instrument, or is an officer, does not disqualify him 
in making protest. If the instrument has been lost 
protest may be made on a copy or written description 
thereof. 
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BANK ACCOUNTING 

Accounting is an exact science, and m no branch is 
this statement more easily provable than m banking 
The books of a well-managed bank are always in balance 
Every dollar received must be accounted for, and where 
the funds involved are represented merely by book 
entries, exactness must rule nevertheless. While accu- 
racy is desirable m all branches of business, m banking 
it is indispensable. No banking official who is entitled 
to the designation banker, and no employee who is 
worthy of a place in a bank can rest content unless he 
knows his work is in proof. It is a most excellent sign 
of accounting character when the employee who has a 
difference in his work worries to the point of exhausting 
every available means to find it. The supervising 
authorities are also concerned about this feature of 
banking, and should not permit any bank to be run m a 
careless manner, for the safety of the funds under theii 
care demands that the bank’s accounting methods shall 
be complete, comprehensive and correct. 

The reasons for accuracy are many. It is a virtue m 
itself; but in banking the chief reason is that the bank 
handles other people’s money, and should be more careful 
with its records than if it were a private corporation or 
an individual matter. What a man does with his own 
property is his own business; what he does with 
another’s is not. 

Banking and business are so closely interwoven that 
the bank records become the records of the business world. 
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Many business men depend upon their bank records to 
keep control over their business affairs, and these records 
are frequently brought into court for evidence, and must 
therefore be accurate, complete and self-explanatory. 
It is marvellous how much information may be gathered 
about a business matter from bank records. A bank 
check is at the same time a most dangerous accuser 
and the most perfect defense depending upon whether 
it is used for or against us. Such records are frequently 
brought into court years after they have passed through 
the books, and generally speaking a bank should be able 
to trace every transaction handled by it, and prove from 
original sources the history of each piece of paper going 
through its hands. That this requires constant thought 
and most careful work on the part of all concerned goes 
without saying. 

The interlocking of one bank with another m respect to 
their mutual business is so intimate that disorder in one 
leads to disorder in the other. Each must be in agree- 
ment with the other. Each department, or where 
departmental operation is not possible and individual 
work obtains instead, each employee must do his work 
correctly or the whole accounting machine is thrown out 
of true. It is not because an error may cost the bank 
a few dollars that accuracy is insisted upon, but because 
it disrupts the smooth working of the whole bank. The 
best lesson any bank clerk can learn is that he must find 
his own mistakes, and if trivial and inexcusable errors 
cost him hours of overtime work, he will learn that 
inaccuracy costs a price he must be willing to pay m 
toil. 

Moreover, every bank transaction is, generally speak- 
ing, involved in banking law; and unless the law in the 
case is observed, law suits and losses may ensue. For 
instance, the law requires negotiable instruments to be 
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presented at the time they are due; and if the time be 
inaccurately figured the law cannot be satisfied and losses 
may follow. The instructions of the sender must be 
observed, or loss may ensue. The law requires due care 
in such matters. For example: A certain bank in New 
York received a draft with a bill of lading attached, to be 
delivered only upon signing a conditional bill of sale foi 
an automobile. The clerk received the funds for the 
draft, delivered the bill of lading, and did not obtain 
the signature of the drawee on the bill of sale. The 
drawee obtained possession of the car and placed a 
chattel mortgage upon it. The bank afterward dis- 
covered the error, but it was too late to make correction, 
and this lapse from due care cost it nearly two thousand 
dollars 

As a matter of fact some of the most dangerous 
responsibilities of banking are as a necessity placed upon 
the shoulders of inexperienced and low paid clerks 
The stop payments, uncollected funds, compliance with 
instructions in collections are frequently passed upon 
by the junior clerks, and any miscarriage may lead to 
costly results. The responsibilities of banking are not 
all assumed by the executives, and constant and consist- 
ent supervision must be given the clerks m the ranks 
if a steady stream of losses is to be avoided . 

Purpose of Bank Records. — Bank records are kept foi 
three purposes. (1) To have a chronological account 
of all that goes through the bank — a minute history as 
it were. Inasmuch as a bank must be able to produce 
proof of all it does, day by day, these running accounts 
are most important. They are original records. As the 
historian keeps a record of all that is done in his particular 
field, and thereafter weaves it into a story, so the bank 
must keep a history of all that goes on within its organi- 
zation, so that when put together it makes a complete 
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record of what happened. (2) To know the exact posi- 
tion of the bank at any time — what it ow T ns and what 
it owes. It must know exactly what assets it holds and 
what they are worth, and must know exactly what it owes 
and to whom (3) It must know from time to time what 
progress it is making both in respect to its growth, and 
also m respect to its profits 

The first class of records constitutes the bookkeeping 
system of the bank. The system is brought to a focus 
and the results are set out in a balance sheet whenever 
reports are called for or a statement is made up, which 
justifies the second purpose; and when the books are 
balanced and an earning sheet is made up, then the 
profits or losses may be determined. Until profits are 
known dividends cannot be considered. 

Bank Accounting the Same Everywhere. — The princi- 
ples which govern bank accounting are the same for all 
banks The general books of record are similar in the 
facts which they record. The manner of their recording 
may be according to individual taste, but the records 
must contain the same fundamental information. For 
instance, certain facts must be known about the securities 
held by the bank. The manner of recording these 
facts are different, but the facts are the same One bank 
will have one arrangement, while another will prefer a 
different form; but it is merely one man’s ideas as against 
another’s. 

It would be futile to attempt to describe a set of books 
for a bank that could be called perfect, or standard, for 
that system is perfect which works to the end desired, 
which is accuracy of record and completeness of control. 
It is immaterial how the result is achieved so long as it 
accomplishes the purpose. Inasmuch as all banks must 
make reports at stated times, the facts must be access- 
ible, and the bookkeeping system of all banks may be 
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said to be uniform in the fact that it groups the informa- 
tion to conform to these requirements. Where reports 
are required weekly, as in clearing house centers, such 
facts must be ascertained and reported, and such records 
may be said to be uniform; but otherwise there is a 
great diversity of mind in bank accounting procedure. 

When the New York State Banking Department sends 
out a call for reports, the same forms are sent to the Corn 
Exchange Bank with about fifty branches as are sent to 
the smallest bank under the state jurisdiction. The 
latter assembles its figures from the books m one banking 
office, while the former assembles, the figures from fifty 
offices and puts them together on the same identical 
sheets as are provided for the small bank. The Corn 
Exchange Bank may have one method of recording its 
loans, and the small bank another, but the same facts must 
be set forth and m the same arrangement m the report 

Bank examiners, in making their periodical visits 
have a great opportunity to strengthen the bookkeeping 
systems of the banks under their supervision, and as a 
rule suggest such changes as will make for efficiency and 
proper control. Banks also follow one another in 
arranging their forms, and this makes for similarity 
The greatest factor in making bank work uniform has been 
the machine bookkeeping which is now so common and 
is quite the same in a large number of banks. Such 
mechanical devices are adaptable to the smallest bank 
and to the largest. It is merely a matter of adding units. 

Banks are very apt to follow a leader, and once a 
well-managed bank adopts a system and proves it 
practical, many others will follow as a matter of course, 
and the same holds true of many of the incidental 
features of the bank’s operation. 

In a work of this kind, a description of the work of a 
very large bank would not meet a general need, nor 



BANK ACCOUNTING 


443 


would a description of the work of a small country bank. 
The author therefore elects to describe the principles 
that underlie the work in the different departments of 
banking, and what facts should be recorded, rather 
than attempt to tell exactly how these facts should be 
set down. 

Bank Records. — Banks keep four kinds of records: 
(a) Corporate records; ( b ) financial records; (c) statistical 
records; (d) credit records. 

Corporate Records . — Inasmuch as a bank is a corpora- 
tion, it must keep such records as the law and corporate 
management require. These consist of: 

The Stock Book . — This is the stock certificates in 
bound form with stubs. Each certificate is numbered, 
and the stub records to whom it was issued, with date, 
number of shares, and if a transfer, as distinguished from 
an original issue, the number of the certificate cancelled 
and the number of shares of the old certificate and from 
whom transferred. Such certificates are usually signed 
by two officers, with seal of the bank. 

Stock Transfer Book . — It is convenient and often neces- 
sary to have a record of all stock transfers set out in 
debit and credit form, showing the chronological history 
of the transfer of stock. 

At the organization of the bank, the stock transfer 
book will show: Date of issue, to whom issued, number 
of shares, and number of certificate. The total must 
equal the number of shares authorized. Thereafter 
it will show all transfers of stock. One side will record 
the date of transfer, to whom transferred, number of 
shares and certificate number. The other side will 
show: Date, from whom transferred, number of certifi- 
cate cancelled and number of shares turned m for trans- 
fer. The difference between the two sides of the book 
must always equal the authorized amount of shares 
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as to number, and a total of the shares as shown by the 
stubs of the stock book must equal the authorized capitali- 
zation. As certificates are turned in for transfer they 
are cancelled and pasted on the stubs. Thus all stubs 
without an attached cancelled certificate represent out- 
standing certificates. The required amount of docu- 
mentary stamps must be attached to cancelled certificates 
and cancelled. The required amount of stamps on new 
shares may be pasted on the stubs as certificates are 
issued. 

Stock Ledger . — This book records the ownership of the 
bank. Each stockholder has an account. He is credited 
with the amount of shares held by him, by date of issue, 
certificate number and number of shares. Certificates 
turned in are debited in the same manner and the 
difference represents his stock holdings. From this 
book the dividend checks are made out, and the total 
of the various accounts must at all times be the same as 
the total authorized number of shares. 

Minute Book . — The minute book is best kept in loose 
leaf form, so that the minutes may be typewritten 
The transcript of the meeting should be complete as to 
what occurred in the meeting, except the incidental 
discussion. The record begins with the date of meeting, 
those present, presentation of reports, resolutions and 
their fate, old and new business transacted, loans made 
and loans ratified. This book should contain a record 
of the bank directorate, when elected and when retired 
either by death or otherwise. Also the incumbency of 
offices should here be set forth, m a record by itself, 
so that the future bank historian may easily obtain a 
record of the changes in the official staff as occasion 
requires for historical or obituary purposes. The book 
should be indexed as to proper names and subjects so 
that the record may be available as occasion requires. 
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The stockholders’ meetings are important occasions 
and the data in this respect should be complete and 
comply with the stock corporation law of the state. 
The regularity of the election should be easily provable 
from the record as set forth in the minute book. Com- 
mittee records are kept in a similar manner, and the 
index may cover both records, so that the subject 


INDEX TO MINUTE BOOKS 

COMMERCIAL BANK 

Name. 

Meeting- held 

Board 

Committee- 


Fobm 29 — Index to minute books 

matter may be classified in one place with reference to 
the source. It frequently happens that the bank officials 
are uncertain whether a matter was passed upon in com- 
mittee or in the board. A card index with different 
colors for each set of records will prove helpful. 

Statistical Records . — There are many facts which a 
bank desires to know about its business which are 
matters of statistics. These are gathered from the work 
of the bank and summarized for use in analyzing the 
business. These are necessary in obtaining accurate 
information about the bank’s progress from time to time, 
and are useful in making comparisons with previous 
periods. The statistical records will include : 

Classification of expenses. 

Classification of income. 
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Classification of loans. 

Summary of the following: 

Deposits received each month in various departments. 
Amount paid out each month m various departments. 
Number of deposits received in various departments 
Number of checks paid in various departments. 

Safe deposit boxes rented. 

New acounts received, and amount of initial deposit. 
Accounts closed. 


Name- 
Address 


Date closed . 


CLOSED ACCOUNT 


Letter- 


Closed for S — 

Savings 
Checking 

Safe Deposit Box Card Removed . 


Reason- 


Form 30 — Closed account recoid 


The Financial Records . — The financial records are those 
having to do with the daily work. They include all 
the books used in the bank, the most important being: 

(а) The controlling books — general ledger, statement 
book and journal. 

(б) Books of account — as follows - 

Customers’ ledgers. 

Savings ledgers. 

Christmas club. 

Securities ledger. 
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Collateral loan ledger. 

Mortgage ledger. 

Lia bility l & dg e m 

Maturity book. 

Notes discounted register. 

Certificates of deposit ledger. 

Collection register. 

Cashier’s check register. 

Certified check register. 

Securities held for client’s register. 

Securities bought and sold register. 

Registered mail book. 

Return item books. 

Suspense ledger. 

Other incidental records used in various depart- 
ments and discussed under the appropriate 
heads. These are records as distinguished from 

books. 

Credit Records . — The records having to do with credit 
and loans are kept in the credit department, and aside 
from those kept in the loan and discount departments 
are: 

Credit files, containing borrowers’ statements, reports, 
investigations, credit letters, comparison of statements, 
etc . 1 

Average balance records. 

Average loan records. 

Bank Accounting Records. — Bank accounting involves 
no principles that are not included in the general practice 
of accounting, and has to do with nothing but money and 
credit. There are no sales or returns, no merchandise 
to account for and no discounts to figure (in the 
commercial term). There are, however, branches of 
1 See under Credit Department. 
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accounting peculiar to banking, the principal one being 
amortization of bond premiums and discounts, which is 
distinctive to financial accounting. 

Generally speaking we have three kinds of records as 
found m the general ledger, namely: (1) Accounts with 
the property of the bank; (2) accounts with customers’ 
dealing with the bank; (3) nominal accounts, set up to 
take the place of assets gone out of the bank’s possession 
or liabilities for funds received set up to offset the receipt 
of funds in the assets. 

The General Ledger . — The general ledger is a book of 
control, to which are carried in bulk or m detail all the 
activities of the bank. It summarizes and groups all 
the assets and liabilities. If each account showing a 
debit balance were to be set up on the left of a page and 
the credit balances were set up on the right the total 
of the two should agree, for banks operate on the well- 
known principle of accounting that for every dehit there 
must be a credit, and the whole scheme of bank accounting 
hinges on this fact. 

If a general ledger be examined it will be found to 
contain an account for every asset and liability of the 
bank. To these accounts are carried the total each day 
of all the other books (which represent these accounts in 
detail). A general summary of bank operations is best 
obtained by going through this book and ascertaining 
just what each account represents. 

The form of this book is a matter of personal prefer- 
ence. The author favors a loose leaf book with index 
tabs for every account to be handled. The ruling is: 
Date, explanation, debit column, credit column, debit 
balance, credit balance. 

The loose leaf form allows the bookkeeper to insert 
new leaves as necessary, and remove the old to transfer 
binders, thus making the book elastic and responding 
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to the bank’s varying needs. By removing the used 
sheets they may be carried to transfer binders under the 
same heading for two or three years. Thus, profit and 
loss account for several years will be found consecutively 
arranged. 

The Journal . — Before treating the general ledger in 
detail it will be well to consider the journal, from which 
the postings are made. This journal is a chronicle of 
the daily changes in the assets and liabilities of the bank. 
The beginning for the day is the cash on hand. To this 
side is carried all receipts from whatever sources they 
may come. On the other side are listed the outgoing 
sums and other changes in the status of the bank. Inter- 
est received, for instance will be carried on the journal 
under the proper head, as a liability, while the cor- 
responding entry will be a charge to cash. The pay- 
ment of checks m cash will be a credit to cash and a 
charge to amount due depositors. Thus the journal 
reflects the daily changes in the various accounts, in 
favor of or against the bank. These changes are then 
carried to the general ledger and from the latter to the 
statement book, which is a summary of the general 
ledger. 

The journal proves the work of the whole bank for the 
day as each department proves its own work. The 
journal in small banks contains the details of many trans- 
actions, while m the large banks it deals with totals only. 
The journal clerk must constantly work by the rule 
that for every credit there must be a debit and vice 
versa, and if he does so he will have no difficulty in 
effecting his proof. Many banks have journal tickets 
arranged to show these counterbalancing entries. 

The Statement Book . — The statement book is a summa- 
tion of all the accounts in the general ledger. It con- 
tains on the debit side all asset accounts and on the credit 

29 
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side all liability accounts. When brought to a footing 
the two must agree. 

These accounts are usually printed in the statement 
book, the amounts only being entered in ink. When the 
daily statement is made up it shows the status of the 
bank as at the close of business. The value of this book 
is fourfold: 

(A) It shows the bookkeeping of the bank to be in 
balance. 

(. B ) It shows the position of the bank in regard to all 
important items. 

(C) It shows the reserve ratio, and from this the bank 
may decide as to its loan policy for the day. 

(D) In comparison with similar figures of former years 
it shows the bank’s progress m respect to each item orf 
the statement. 

The accounts as set up on the statement book should 
follow the same order as on the general ledger, or vice 
versa, thus making posting from the journal to the 
ledger a consecutive process. We will now turn to the 
general ledger and obtain a concise idea of each account 
shown therein and at the same time an analysis of the 
assets and liabilities. We shall take first the real asset 
accounts, following these with the nominal accounts for 
both debit and credit side. 

Cash on Hand . — This account represents the cash 
holdings of the bank. The cash may be divided into 
gold, silver and subsidiary coin and currency. The 
latter may be still further divided into the various kinds 
of currency in circulation. Petty cash and cash items 
are indicated separately. 

Exchanges for Clearing House . — This item consists of 
checks ready for presentation at the clearing house on 
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the following morning As a rule such checks are regarded 
as equivalent to cash. Of the same tenor are other checks 
on local banks to be collected by messenger. The total 
of the foregoing items is generally spoken of as “cash 
and exchanges.” 

To the cash account are charged all receipts of money 
and all payments are credited, these debits and credits 
being automatically made by entry of the amount on 
the opposite side of the journal sheet. In other words 
cash is automatically charged with every credit that 
arises from the receipt of cash , and all payments result 
in credits to cash, so that the journalizing is automatic 
The cash on hand and checks held for collection must 
agree with this amount. 

Securities Account . — All purchases of securities are 
charged to securities account m the amount paid for 
them, not including the accrued interest which is a 
charge against interest received account. Inasmuch 
as the interest paid out on such purchases will be returned 
to the bank at the next interest date, the author prefers 
to charge interest accrued paid to interest received 
account. This practice reserves the interest paid account 
for actual interest payments to customers of the bank, 
and does not mingle items that are a direct charge 
against earnings with amounts that will subsequently 
be returned. 

The total found on securities account must be the 
same as the sum of all the individual items found in 
the Securities Ledger under “book value ” The general 
ledger is therefore a book of control over the securities 
ledger, one recording the details of all securities bought 
and sold and the other mere debits and credits represent- 
ing the same transactions. 

The journal entry for a $5,000 block of bonds bought at 
90 with accrued interest of $95 76 would be 
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Debit: Securities account, New York Central 6’s, 1950 $4,500 

Interest received 95 76 

Credit (Bonds paid by check on Irving National Bank) 

Irving National Bank Check No 18762 $4,595 76 

Securities account may be divided into several classifi- 
cations in order to record the amount of each class held 
as investment. Such a division would be: 

Government bonds. 

Municipal bonds: 

Railroad bonds. 

Public utility bonds 

Industrial bonds. 

(The classification could be made m either the general 
ledger or the securities book.) 

Following the securities account in the general ledger 
there should be a page for each block of bonds, recording 
the name of the security, date purchased, amount at 
par and book value. This is merely a debit and credit 
record, for the purpose of acting as a secondary control 
over the general ledger securities account and as a check 
on the bond book. It may however be dispensed with 
and all the bond records kept in the securities ledger 
except the general control. 

The Securities Book . — The securities ledger should 
contain a complete description of all securities held by 
the bank as investments, together with the principal 
and interest records mentioned below. The following 
details should be provided for m any arrangement that 
will be practical and workable - 

Name of security in full. 

When issued. 

When purchased. 

Callable feature of bond. 

Cost. 
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Interest rate. 

Of whom purchased. 

Net income basis. 

Maturity. 

Interest periods. 

Amount of each bond. 

Numbers. 

Par value. 

Market value with date. 

Book value. 

Amortization figures. 

When interest due. 

Amount due. 

When paid. 

Interest on the block for one day. 

Provision should be made for checking the securities 
from time to time to record the fact that they were in 
the bank at the time indicated. Provision may also 
be made for recording when and where securities are 
pledged. 

Collateral Loans . — To the collateral loans account is 
carried each day, the amount loaned on collateral. If 
the bank classifies the various kinds of collateral loans, 
there will be an account for each class. Por present 
purposes we treat all collateral loans as in the same class, 
namely, payable on demand. The individual items will 
be found in the Collateral Loan Ledger with details, the 
sum of which must equal the amount here shown. The 
loans made each day are entered in a loan record and 
carried to the journal for the day in one amount; and 
from the journal to the ledger. Loans paid are credited 
through the same process from the loans paid book. 

Assuming the loan is made to a customer of the bank, 
the journal entry for a loan of this character would be: 
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Debit Collateral Loans $10,000 

Credit Deposits $10,000 

Collateral Loan Ledger. — The collateral loan ledger 
holds the collateral loans. It should be complete in 
itself and contain: 

Name of borrower and address. 

Par value of collateral. 

Date of loan. 

Collateral with full description as to name. 

Market value. 

Amount loaned. 

Rate of interest. 

Number of bonds or stock certificates. 

When payable. 

Amount of interest. 

When due. 

When paid 


EaumxJbr- Collateral Loan 
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Form 31. — Collateral loan ledger 


The total of the “amount loaned” columns must 
agree with the collateral loan account m the general 
ledger. 

Collateral loans may be divided into 
Street loans (made in open market). 

Customers collateral loans. 

Warehouse loans. 

Loans on arrival drafts 
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Loans on bills of lading. 

Loans on automobiles. 

Loans on textiles, etc 

Eiscounts — The discounts account represents all loans 
in the form of paper discounted for customers of the bank. 
This items may be divided into as many classes as the 
bank elects, as single-name paper, two-name paper, time 
collaterals, customers’ paper, purchased paper, etc. 

This account controls the notes discounted themselves, 
and also the amount shown by the liability book. If, 
for instance the bank has discounts of $1,000,000, there 
must be m the files notes aggregating the same sum. 
And if these notes have been hsted m a liability book, 
showing how much each borrower has leceived, the sum 
of the liability book must prove with the general ledger 
account The proofs of these two — the notes and the 
liability book — are taken at frequent intervals and must 
agree with the ledger account. The daily postings 
are made from the notes discounted book, in total, first 
to the journal sheet and then to the ledger. 

The journal entry for a note discounted, assuming the 
proceeds are credited to the customer’s account will be: 

Debit Notes discounted $1,000 

Credit Customer $984 80 

Discount (or unearned dis- 
count) 15 00 

Revenue stamps 0 20 

Due from Banks — One of the most active accounts 
on the general ledger is the “due from banks.” There 
will be an account with each correspondent bank. To 
this account are charged all items sent to the bank, 
and to it are credited all items received from it and all 
drafts drawn on it The letters sent to the bank form 
the charge tickets, and are carried first to the journal 
and then to the ledger. The checks drawn on the bank 
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are totaled each day from the stubs or the check register, 
and put through in one amount. 

Where the connection is not active and only occasional 
transactions occur, one account will suffice for such 
banks, through which the entries are made from time 
to time. Some banks designate this as “collection 
account.” Where certain banks are legal depositories 
and others are not, they are listed separately on the 
statement so as to show the amount allowable as reserve. 
These accounts are reconciled monthly. The amount 
due from banks plus the cash on hand forms the bank’s 
quickest asset, the first fine of defense against the 
demands of the depositors. 

Bank Building . — The amount at which the bank 
building is carried is for the board of directors to 
determine. If the building were new, the cost of construc- 
tion would be charged against this account until comple- 
tion, giving the various items as bills were rendered 
and paid. Thereafter the board will decide if the 
land and building is to be carried at cost or some other 
figure. It is the general policy to charge off from time 
to time such amounts as the board may decide until it 
reaches a figure satisfactory to the management. After 
this has been done, the amount will remain stationary, 
as a fixed asset. 

The cost of operation, taxes, heat and light, repairs, 
janitor service, etc., are charges against building 
expense account, and do not affect the bank building 
account. If an addition or alteration were afterward 
made, it would be charged to the bank building account, 
as a capital charge. 

Where the bank rents portions of its building, a bank 
building rent account should be carried, to which are 
credited the rents received and to which all costs of 
operation are charged, thus showing the net income 
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This may be a separate book or a separate section 
of the general ledger, for information purposes, the items 
being taken from expense, rent, tax accounts, etc. 

As a general rule of law, banks are not allowed to 
invest in real estate except for banking purposes. 
The term “banking purposes” covers many things. 
Under the law a bank may erect a bank building, and 
from the unused portion may derive an income in the 
form of rent. Under this concession banks every- 
where erect office buildings, occupying a portion and 
renting the remainder. The investment in this respect 
is optional with the board, but as a matter of precau- 
tion, the supervising authorities should be consulted 
and their consent obtained, if the investment is to 
be substantial. Otherwise the management might be 
accused of extravagance and bad judgment. For 
example, the erection of a bank building costing $100, 
000 by a bank whose capital was but $50,000, and whose 
deposits were less than a million, would reflect bad 
judgment. The capital is therefore solely represented 
by the banking structure and it is unethical, to say the 
least, for a bank to invest the depositor’s money in a 
banking structure. 

Mortgage Loans . — The mortgage loan account repre- 
sents the amount due from the various borrowers on 
mortgage security. The details are found in the mort- 
gage ledger, and the sum of the amounts still unpaid 
from the various borrowers must equal the amount shown 
on the general ledger. Such loans are not made with 
the same frequency as discounts or collateral loans and 
this will not, in the average bank, be so active as the 
other loan accounts. In putting through a mortgage 
loan, most banks prefer to draw a cashier’s check for 
the amount as evidence of the payment, and with this 
assumption in mind, the journal entry will be: 
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Debit Mortgage loans $5 , 000 

Credit Cashier’s checks $5,000. 

Mortgage Loan Ledger . — The mortgage loan register 
contains full details of each mortgage loan made by the 
bank. These details are. 

Name and address of borrower. 

Location of property, with diagram of plot and its 
location 


COMMERCIAL BANK 

No 19 

Interest in the amount of $ on your mortgage loan of $ 

unll he due and payable at this office on * 19 

Yours very truly . 

COMMERCIAL BANK 



N H — At the time of payment of Interest please prodaw all receipts for Water Kent*. Taxes 
or Amrstmenfs ohloh hare become due on this property since last payment of bt tercet 


Form 33 — Interest notice 


Size of property and character of premises. 

Date of mortgage 
Time to run. 

Time of record. 

Changes m ownership of property. 

Appraised value. 

Record of insurance carried. 

Amount loaned 
Payments received. 

Record of interest charges and payments. 

Record of taxes paid. (Obtained by requiring bor- 
rowers to submit their tax bills.) 
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Other Real Estate Owned . — While a bank may not 
lawfully own real estate except for banking purposes, 
it may take real estate for debts previously contracted. 
In many cases borrowers are unable to pay their obliga- 
tions and turn over to the bank real estate in settlement. 
In other cases banks take mortgages as security for 
debts, previously or currently contracted, and find it 
necessary to foreclose their liens and buy in the property. 
In such cases it is held as “other real estate owned” 
to distinguish from the bank building. Generally 
speaking such property must be disposed of within five 
years. If not sold within that time, the consent of the 
supervising authorities must be obtained to hold for a 
longer period. (The time limit is standarized in national 
banks to five years, but may vary in the different states.) 

The amount shown in this account represents real 
estate so owned. There should follow this account, 
which includes all property so held, a separate account 
for each piece of property. The individual account will 
show the purchase price, or cost, together with the income 
received, taxes, insurance, repairs, etc., paid , 1 so that 
the net earning power of each piece of property may be 
known. These latter accounts are for information pur- 
poses only and the balances do not enter into any proof 
of the ledger when carried to the statement book. The 
controlling account only is entered in the statement book 

Furniture and Fixtures . — Furniture and fixture account 
holds the cost of equipment, desks, mechanical devices, 
typewriting and adding machines, safe deposit boxes, 
safes, etc. which constitute the bank’s equipment. 
Some banks make it a practice to charge such costs to 
expense account; but broadly speaking they are not 
expense items, but deferred charges to expense of 

1 These items are carried in the rent, tax, expense, insurance accounts, 
etc. 
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Operation. The cost of an adding machine that will 
last for ten years should not be considered as an expense 
in the year purchased; it should be charged to “Equip- 
ment Account” and charged off m yearly or half-yearly 
amounts until it is eliminated from the assets entirely 
How fast to make these charges is for the board to deter- 
mine; but inasmuch as the income tax regulations do not 
permit a bank to consider such costs as chargeable 
against any one year, the pro-rating of the cost is much 
the better way, and from an accounting standpoint 
correct. In organizing new banks this item is heavy, 
and represents the investment in the banking office. 
The better way is to charge part to the contributed 
expense fund and part to equipment account ; but at any 
rate, to charge off this item as fast as profits warrant 
until it stands at a reasonable sum. 

Suspense Account . — A “suspense item” is an instru- 
ment which has been determined slow, doubtful or bad 
The process, down hill, as it were, is- First it is carried 
as past due until renewals are impossible or undesirable, 
then it is placed in the hands of the bank’s attorney or 
legal department for collection; this failing, it is charged 
off and put into suspense account, usually at a nominal 
sum to keep the account ahve. In order to get past 
due and doubtful items out of the work they are placed 
in the suspense class, there to be given such treatment 
as the case requires. 

Suspense Ledger . — The suspense ledger will contain 
all items charged off the books. The record should be 
m great detail, inasmuch as litigation often attends 
such items and the exact status of each should be known 
at all times. The accounts will run numerically with 
index of names. The account will show the original 
amount with any payments, charges, etc. A brief 
history of each item will follow, such as: “Charged off 
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by order of board” with date; “given to attorney 
for collection”, “judgment rendered and entered,” 
etc. thus detailing all the steps taken to collect. If 
judgment has been obtained the papers should be 
attached to the instrument. If judgment is returned 
from the sheriff’s office unsatisfied, it will be noted and 
the account will remain in status quo until recovery 
is made. Many such items are subsequently recovered 
and all such recoveries will constitute a credit to 
undivided profits account and be credited against the 
account in suspense ledger Many banks carry all 
items m suspense account at $1 each. In no other 
way can charge offs be systematically followed up 
Many banks have made a serious mistake in abandoning 
items charged off as hopeless of recovery A well- 
managed suspense account will justify itself m many 
ways, not the least of which is subsequent recovery of 
losses taken. Time works wonders in this respect and 
substantial additions are made to profit and loss account 
years after the loss has been taken. 

Nominal Asset Accounts. Interest Paid . — One of 
the largest charges against the income of a bank is 
interest paid. This includes the interest paid on check- 
ing accounts, savings accounts, certificates of deposit, 
etc. The interest on checking accounts is figured 
monthly or quarterly, while interest on savings accounts 
is figured semi-annually as a rule. Interest on certifi- 
cates of deposit is paid when the certificate matures, 
or at periodical times. Each month after the interest 
has been computed on the daily balances, credit tickets 
are made out for the various accounts and the total 
of these constitutes a charge to interest paid account. 
The daily payments as made are likewise charged 
When the interest on savings accounts has been computed 
at the end of the period, and the total ascertained, the 
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interest paid account is charged with the amount The 
various accounts are credited from the interest computa- 
tion sheets and entered as a credit to deposits, thus - 

Debit Interest paid (savings accounts) $24,786 98 

Credit Savings Department $24,786 98 

Taxes Paid, — Banks pay taxes of various kinds, the 
principal forms being, real estate taxes, capital stock 
tax, profits tax, tax on circulation (national banks only) 

While taxes are an expense, they are generally set up 
separately in the statement book and general ledger 
To this account are charged the taxes as paid, the amounts 
paid on real estate being carried to the various pieces of 
property as memorandum charges (The apportioning 
of taxes by setting up a reserve for taxes will be found 
under taxes accrued, subsequently.) 

The taxes paid by national banks m New York State, 
which typifies the general practice in this regard, are 
as follows - 

(a) Tax on Circulation — This form of taxation applies 
only to national banks on account of the tax of 10 per 
cent imposed by the National Banking Act upon state 
bank note issues The taxes imposed by the government 
upon note issues are as follows ■ 

Upon the average amount of notes issued and outstanding and 
secured by government bonds bearing 2 per cent interest 
one-quarter of one per cent semi-anually Upon the average amount 
issued and outstanding and secured by other government issues 
one half of one per cent semi-annually 

Within ten days of the first of January and July national 
banks make a return to the government of the average 
amount of their notes outstanding secured by the various 
issues of bonds for the preceding six months and are 
assessed accordingly. 
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(b) Tax upon Capital Stock . 1 — National banks, being 
subject to the Federal government cannot, as such, be 
taxed by the states for anything except real estate 
owned by them and upon their shares of stock. The 
latter tax is in reality levied against the owners of the 
stock but is paid by the bank. This is based upon 
the theory that these shares are the personal property of 
the stockholders. The shares are taxable in the district 
where the bank is located and are not taxable as of the 
residence of the owner. The method used in New York 
illustrates this form of taxation. All banks in the state, 
including national banks, are required to make a report 
as of May 1 of their stockholders and the number of 
shares held by each, together with the capital, surplus 
and undivided profits of the bank on the same date. 
A list of stockholders with their proportionate share of 
the bank’s capital holdings is sent back to the bank, from 
the tax office, with amount assessed against each share- 
holder. The bank in substance becomes the agent to 
collect this tax and remit to the tax authorities. The 
tax rate is one per cent of the value of the stock as found 
by adding the capital, surplus and profits together. 
This tax is payable on or before December 31, and 
while it is legally collectible from the stockholders, as a 
matter of practice it is paid by the bank as a charge 
against earnings. The theory is that their dividends 
would be increased if the tax were not so paid, sufficiently 
to compensate them for this tax, which upon being paid 
into the public fund would place them in the same posi- 

1 A test case has recently been decided m New York to determine the 
taxibility of national bank shares under the New York laws It is held 
m this case that shares of national banks are no longer taxable in New 
York The decision does not affect state banks The matter will 
undoubtedly be carried to the courts of last resort, but at the present 
writing (October, 1923) national banks m New York do not pay the tax 
above referred to. 
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tion as if the bank paid the tax for them and held it 
out of the dividend. In other words bank dividends 
are paid tax free. 

(c) Real Estate Taxes — These taxes are levied upon 
real estate held by the bank and are payable exactly 
as taxes against any individual’s property would be 
{d) Capital Stock Tax . — Domestic corporations in the 
United States are subject to a franchise tax amounting 
to one per cent of the average fair value of the capital 
stock for each full $1,000, for the taxable year preceding, 
allowing a deduction of $5,000. These values are deter- 
mined in various ways as set up in blanks furnished by 
the government for report purposes 

(e) Income Taxes . — Under the Income Tax Laws banks 
are taxable on their income as determined in conformity 
with the law. These taxes and their method of computa- 
tion can best be understood by a study of the income tax 
law which is beside the scope of this work. The method 
of working out these taxes is set out in schedules fur- 
nished by the government and must be closely and com- 
pletely followed, and each deduction be clearly provable 
as allowable from the income. Generally speaking the 
process is as follows: From the gross income deduct' 

Ordinary expenses. 

Losses not covered by insurance. 

Interest paid on deposits. 

Interest received from tax exempt securities 

Certain taxes. 

Depreciation. 

This leaves the net income taxable according to law 
(/) Stamp Taxes . — These include stamps on stock 
certificates, promissory notes, drafts, deeds, powers of 
attorney, proxies, loan agreements, etc. These taxes 
are set forth in the schedules in the income tax laws, 
which must be familiar to the note teller or general 

30 
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bookkeeper. The stamps are attached to the instrument 
and should be cancelled by the maker of the instrument, 
but as a matter of practice they are cancelled at the time 
the instrument is discounted usually by rubber stamp. 
In most cases the stamp tax is paid by the customer. 

Expense . — The expenses of a bank are heavy and 
expense account is an active one To it are carried all 
operating charges such as salaries, stationery, telephone 
and telegraph, legal expenses, light and heat, expressage, 
and miscellaneous items. These are not classified in the 
general ledger, but are carried as items day by day, the 
classification being made in the expense classification 
hook, for statistical purposes 

Expense Classification Book . — It is essential m operat- 
ing any business to know the details of cost of operation. 
In banking these expenses consist of two divisions 1 (a) 
Expenses connected with the bank building (particu- 
larly where portions are rented) and ( b ) general expenses 
of the bank. In order to arrive at a correct basis for 
fixing rents, and to ascertain the net income from the 
building, the charges against the building must be kept 
separate and set against the rents. Two expense accounts 
would be maintained under such conditions, and the 
various items carried to the respective accounts. Under 
the bank building, the expenses would be classified into 
Light and power, insurance, janitor service, repairs, 
taxes, supplies of all kinds, classified into engineer’s 
supplies, superintendent’s supplies, etc. The classifica- 
tion of the bank’s operating expenses will be - Salaries, 
stationery, insurance, advertising, telephone and tele- 
graph, messenger’s expenses, directors fees, expressage, 
postage, lunches, travehng expenses, miscellaneous, etc 
The expenses may be carried to expense account and 
classified afterward, or entered in the classification book 
in detail and in the general ledger in bulk. 
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Payment of Expenses . — As the bills against the bank 
come m they are filed until the time for payment arrives. 
Where discounts are given, the invoices should be paid 
before the expiration of the discount period. Other 
bills should be paid at stated times during the month 
Each invoice is checked against the receipt of the goods 
by the receiving clerk. In the larger banks all supplies 
are purchased upon requisition by the proper officers 
One part goes to the seller, one to the receiving clerk 
to be checked against delivery and one to the auditor 
As the invoices are received they are checked against 
the requisition and the delivery, and payment authorized 
When the invoices are properly authenticated cashier’s 
checks are drawn for the amounts. Some banks use the 
voucher system, entering the details of the purchase on 
the voucher stub, and sending out a voucher check m 
payment. From the stubs the classification clerk enters 
the amount m its respective place in the bank’s 
classification book. 

Overdrafts . — The overdrawn account is the bane of the 
banking business. An overdraft is essentially an 
unsecured loan without interest, unless the bank has a 
rule that interest shall be charged on overdrafts — and 
many banks do so Whether an account is overdrawn 
or not cannot be told until all debits and credits have 
been posted; and where the posting of the checks is done 
before the posting of the credits and deposits, the result 
of the day’s work cannot be known until all postmgs are 
made Upon the first posting in the morning an account 
may be overdrawn, while it would be amply protected 
during the day. Banks do not however, encourage 
such accounts as work on so close a margin. Many 
overdrafts are the result of error on the part of the 
customer, while many are the result of running the 
account close to the danger line. 
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In many institutions the task of passing upon over- 
drafts is assigned to a junior officer, who determines 
whether they shall be allowed, or what steps to take to 
cover. In the fear of offending a good customer leniency 
is exercised and checks are sent back only when m good 
judgment such a course is necessary. As soon as the 
bookkeeper discovers that an overdraft exists, an 
examination is made in various parts of the bank to 
ascertain if there be credits to cover it 


COMMERCIAL BANK 

192 

According to our books, your account is overdrawn $ 

Kindly forward deposit covering this overdraft , also send in youi 
pass-book so that same can be reconciled 

Yours very truly, 

COMMERCIAL BANK 

Mr 


Form 34 — Overdraft notice 

These may be deposits received but not credited, 
notes discounted and not yet passed for credit, collections 
not yet credited, etc. Only when the overdraft is 
uncovered is the executive consulted and he determines 
whether enough checks shall be returned to eliminate 
the overage. In a large bank, the bookkeeper would 
make out an overdraft slip and send to the various 
departments, asking what they are holding to cover 
When this comes back to him he knows his own position 
Inasmuch as clearing house items must be paid by a 
certain hour or returned, the bank must make its choice 
by that time or lose its right to return the check as unpaid 
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to the clearing house. Where overdrafts are allowed 
the customer is notified by mail or ’phone. A record of 
habitual overdrawing is quite disastrous to one’s credit 

Technical overdrafts may be created by paying against 
uncollected funds, which would not show' up as an over- 
draft on the books and yet would be an advance of the 
bank’s money against uncollected checks. 

Overdrafts are not as a rule carried in the statement 
book, but are deducted from the balance proofs in 
making up the proof with the general ledger. In taking 
off statements for reports to the authorities, overdrafts 
are listed as an asset, w’hich they properly are, and to 
offset this increase in asset values the deposits are 
increased by the same amount. 

Teller’s Differences . — All tellers naturally make mis- 
takes In the multitude of transactions, each with the 
possibility of error, mistakes must necessarily enter into 
the work. Some of these are found upon checking back 
the w r ork and some are never reconciled. After an error 
has failed of correction after due effort, it is charged 01 
credited as the case may be to tellers’ difference account 
The amount in this account shows the net gain or loss 
at the counter. Other errors are adjusted through 
profit and loss or adjustment account; but no erroi 
should constitute a charge or a credit until diligent 
effort has been made to locate the mistake. Where 
errors are too lightly treated the clerks are apt to become 
careless; but if they are required to search for theii 
errors until every reasonable effort has failed of result, 
they are likely to give due thought to careless and 
indifferent work. 

Accrued Interest — The interest which a bank earns 
comes from various sources and at various t im es. The 
interest on loans is collected at stated times, monthly, 
quarterly, etc. The interest on mortgages as a rule is 
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collected every six months. Interest on bonds matures 
semi-annually. A bank having a large hst of bonds will 
have interest falling due every month. It follows that 
at no time has the bank received all it is entitled to, inas- 
much as the interest does not fall due at any one time. 

In order to know the status of the bank at any given 
time, the amount of interest due but uncollectible at 
that time must be taken into consideration. 

Banks that are highly organized keep reasonably 
accurate account of the daily accruals and charge the 
same to accrued interest each day. As payments are 
made they are credited against the charges already made. 
These computations are not difficult to make once a 
starting point is obtained. If, for instance, the bank 
holds $600,000 m mortgages at 6 per cent the accrued 
interest will be $100 a day. Any additions to the 
mortgages will increase the amount and any deductions 
will reduce it. Therefore the accrued interest account 
is charged $100 for this item daily. If there are $500,000 
of bonds yielding 4 per cent the daily accrual will be 
$55.55. 

Most of the smaller banks do not go into such matters 
to the extent that the larger banks find it advisable to 
do, and only accrue their interest when reports are 
called for. At such times computations must be made 
for each class of assets, which at best consume considerable 
time. The most helpful method that has come to the 
attention of the author is to have the amount of interest 
for one day computed for each block of bonds. The 
amount of accrued interest on the block will be this 
amount multiplied by the number of days between the 
last payment of interest and the date of the report 
Mortgages may be figured the same way, unless the 
interest falls due on uniform dates, as it should, when the 
accrued interest on all mortgages will be ascertained by 
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computing the interest on the total amount at the 
various rates from the last interest day to date. For this 
purpose the mortgages must be segregated as to interest 
rates. 

The same idea may be used in computing interest on 
bonds, by taking all the January and July maturities, 
for example, and finding the amount of interest due on 
each class according to income rate from January or 
July to the date of the report. Allowances must of 
course be made for mortgages made since the last 
interest day and bonds recently purchased. 

Demand loans, having interest due at stated periods 
may be computed by segregating the various rates and 
figuring the interest on each class from the last interest 
date to date of report, making allowances for recently 
made loans. 

Customers’ Liability on Account of Acceptances . — 
Within recent years there has appeared two items on 
banks statements not theretofore carried, namely 
On the asset side appears “Due from customers on 
account of acceptances,” and as a liability “Liability on 
account of acceptances made.” These are usually 
m the same amounts. The liability represents the 
bank’s obligation incurred by reason of acceptances 
made for customers, which constitutes a direct liability 
on the part of the bank to the holder of the acceptance, 
but at the same time the bank expects to receive funds 
from the parties for whom the acceptances were made 
in time to honor the same The obhgation to pay the 
bank is therefore a direct asset, but the obhgation to 
pay the holder a contingent liability. The bank may 
cover itself in making an acceptance by a loan agreement, 
or other instrument, upon which it could sue if necessary, 
and therefore holds the book entry for these obligations in 
exactly the same amount as it has incurred with the public. 
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Liability Accounts. Capital Stock Account. — This ac- 
count must equal the paid in capital of the bank, at 
par value. In a new bank it would increase as fast as 
the subscriptions were paid, and eventually reach the 
authorized amount. It does not fluctuate and changes 
only at long intervals when the capital is increased and in 
rare cases where it is reduced The amount shown on 
the Stock Ledger as standing in the names of the various 
stockholders must in total equal the amount here shown. 

Surplus Account. — The law requires and good banking 
demands that the bank set up a fund for the protection 
of depositors, aside from the capital stock and stock- 
holders’ liabihty heretofore discussed. As a rule of 
law, dividends may not be declared unless part of the 
earnings are set aside for surplus; but after the surplus 
has reached 20 per cent of the capital, the compulsory 
additions to surplus are no longer required. 

New banks generally aim to start with a surplus 
fund of at least 20 per cent of their capital, and sell 
their stock on such a basis as will provide a surplus 
fund at the beginning. Thereafter additions are made 
to the surplus out of profits as the board of directors 
may determine. It is not advisable to build up this 
fund too fast, lest losses again deplete it; the bettei 
way is to carry profits in profit and loss account, oi 
undivided profits account, until it is large enough to 
warrant a division into surplus account. A growing 
surplus reflects able management and substantial earn- 
ings. Some banks have in the course of time built up 
surplus until it is several times larger than the capital, 
making the stock very valuable. 

Assuming that the stock of a new bank is offered at 
$140 per share, part going to surplus, part to capital 
and part to undivided profits as an expense fund, the 
journal entry will be: 
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Debit Cash $140 

Credit Capital stock $100 

Surplus 25 

Profit and Loss 15 


Undivided Profits Account ( Profit and Loss ). — T his 
account holds the undivided earnings of the bank. It 
is the clearing house through which the various othei 
accounts are closed out when the books are closed at 
the end of a period. To this account are carried unusual 
profits and such other charges as are not properly charge- 
able to such accounts as expense, interest, taxes, etc. 
The profit on a sale of bonds, for instance, would be 
carried to this account. An adjustment with a cus- 
tomer will be charged to this fund. 

Banks frequently have what is called “charge offs.” 
These are losses that have been ascertained to exist and 
must be charged off the books. These arise principally 
from uncollectible loans, and such other losses as are 
deemed by the board to be beyond recovery. They 
are charged against this fund. 

The dividends are charged against this fund, and any 
surplus shown in this account increases the book value 
of the stock, inasmuch as it constitutes an undivided 
interest in the profits that in the last analysis belongs 
to the stockholders. 

The book value of the stock of a bank is determined 
by adding the capital, surplus and undivided profits 
together and dividing by the number of shares. 

Thus we have: 

Capital $100,000 

Surplus 100,000 

Profits 50,000 $250,000 — 1,000 (shares) — $250 

The book value is $250 a share. 

In closing a set of books the following entries will be 
made to undivided profits account : 
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Debits 

Expense account 
Interest paid account 
Taxes paid account 
Other debit accounts 
Credits 

Interest leceived account 
Rent account 
Exchange account 
Commission account 
Other credit balances 

The net increase or decrease reflects the net receipts 
for the period as distinguished from net earnings. The 
latter must take cognizance of accrued interest, interest 
accrued and unearned discount. 

Deposits. — The deposits of a bank are its principal 
liability, and this fund in connection with the capital, 
surplus and undivided profits constitutes the bank’s 
investible monies out of which it makes its profits 
These are usually classified, and are more or less uniform 
m all banks in the same jurisdiction. These classifica- 
tions are: 

1. Checking Deposits . — These are accounts subject to 
check, and may be classified into as many subdivisions 
of the alphabet as the bank may desire. They may also 
be classified into active and inactive, the former being 
those on which frequent and numerous checks are drawn, 
while the latter are those of less active nature. The 
division in which an account belongs may not be known 
until it has been on the books for some time; although 
any account with a business house should be active, 
while those of individuals will be less so. 

There will be a ledger account with each group. To 
this is carried each day the total debits and credits on the 
group, and the ledger balances of each group in total must 
agree with this total. 

2. Due to Banks . — All banks have accounts with other 
banks, and where the balances are against itself, as is the 
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case in. the larger banks dealing with country banks, this 
will be a liability. In many banks these accounts are 
numerous enough to have a bank ledger, m which all bank 
accounts are carried, to keep them segregated from the 
other accounts. 

3 Savings Accounts. — One of the developments in 
banking during the past quarter century has been the 
savings department, now found in practically all banks 
of discount. In substance they are savings banks 
operated as a department of the bank of discount 
Their method of receiving and paying money is identi- 
cally the same as obtains m savings banks. In some 
states these deposits are segregated and invested accord- 
ing to specific laws in stipulated securities, while in 
others they become part of the general deposit liabilities 
and the deposited funds are invested in the same manner 
as other deposits. 

The general ledger controls this department. To the 
account which holds these deposits are carried the depos- 
its and drafts for each day m total, as received from the 
savings tellers. The total of the card ledgers (now the 
common method of handling savings accounts) must 
agree with this total. (See Savings Department.) 

4. Public Deposits (Preferred). (A) Deposits of the 
United States — A great many banks hold deposits 
of the government, being receipts from various taxes, 
customs, etc. They are reported separately and carried 
m separate accounts. They are preferred in that they 
are secured by government bonds lodged with the 
government as security for their payment. The Federal 
reserve banks are now holding most of the public 
monies and the distribution of government money among 
banks is no longer the general practice 

( B ) Deposits of Savings Banks and Building and Loan 
Associations (Preferred). — In some states, such as 
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New York, the deposits of savings banks and building 
and loan associations are preferred by law. There is no 
security given for their payment, but they are made a 
first claim upon all the assets of the depositary bank. 
A distinction should be made between preferred deposits 
and secured deposits. In the former case they are 
secured by the law which makes them a prior claim, and 
in the latter by the lodgement of specific security or by 
surety bonds issued by the surety companies. Thus in 
one instance, the monies of the county are secured by 
surety bonds and no pledge of securities can be made 
against such deposits. Deposits of the State of New 
York may be secured either by state bonds or by surety 
bonds. 

Where deposits are secured by a deposit of bonds, the 
bonds would be sold to reimburse the public treasury, 
in the event of failure on the part of the bank, while m 
the case of preferred deposits, they are automatically a 
first hen upon all the assets of the bank. A savings bank 
does not assume any risk in making its deposits with a 
bank of discount where such preference exists; but in 
New York State such deposits are preferred only instate 
banks and trust companies. National banks can make 
no preferences of this kind. 

(C) State Deposits . — The various states have large 
sums of public monies which are kept in the banks, 
usually within the state. These deposits in the aggregate 
are heavy, representing the tax receipts from various 
sources, awaiting expenditure. These deposits are 
eagerly sought after by the banks, inasmuch as they are 
large and in many cases steady. The State of New York 
has millions on deposit with the banks and practically 
all banks in the state have some portion of the state 
money. These are generally secured by a deposit of 
state bonds with the state officials, or surety bonds issued 
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by surety companies. Such deposits are usually reported 
separately in the published statements. 

(D) Postal Savings Deposits . — These are the deposits 
of the local post office, representing the receipts from 
the postal savings bank operated through the post 
office. Before a bank may receive such deposits it must 
lodge with the Postal Savings Commissioners in Washing- 
ton certain bonds as specified in the Postal Savings Act. 
Upon so doing the bank may receive from the local post 
office the postal savings deposits up to a stated percentage 
of the value of the bonds so deposited. Therefore before 
a bank can qualify as a postal savings depositary it must 
purchase, if it does not already hold, certain securities, 
and send them to Washington, to be held as security for 
the repayment of these postal monies. 

(E) Other Public Monies . — These consist of deposits of 
municipalities, counties, villages, school districts, etc. 
made by public officials and represent local monies as 
distinguished from state deposits. They are usually 
deposited in local banks within the confines of the county 
or city. They are not generally secured by bonds, but 
are often insured by surety bonds. 

Certificates of Deposit. — Many banks issue certificates 
of deposit for money left on deposit for short or long time 
periods. These deposits are payable on demand or at a 
stated time and usually draw interest at a stated rate. 
A certificate of deposit is an elastic instrument, through 
which a bank may accommodate the customer who 
desires interest on deposits that are not likely to remain 
until the close of interest periods in the savings depart- 
ment. Such deposits are often special or specific deposits, 
for special purposes. For instance, a customer desires 
to leave a sum of money on deposit as security for the 
payment of rent on a lease. The amount is to go to the 
landlord in case of default in the terms of the lease, but 
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upon completion of the lease the amount is to constitute 
the last month’s rent. A certificate of deposit is ideal 
in such a matter, and would be issued payable to the 
landlord “upon comphance with the terms of lease 
'Jones to Smith’ on file ” It will draw interest at the 
stated rate from time of deposit until time of withdrawal, 
and forms an excellent method of handling such a 
matter. A savings account does not fit into such a 
transaction so well, for such deposits should be standard- 
ized, while the certificate of deposit can be made to 
conform to a great many business contracts where a 
deposit of money is involved. 

Certificate of Deposit Book. — Certificates of deposit 
are issued from a certificate of deposit book which contains 
the certificates in numerical sequence. They may be 
divided into demand and time certificates if desired in 
the certificate of deposit ledger, which has an account for 
each certificate issued. The character of the certificate 
is recorded on the stub, with date, amount, to whom 
payable, by whom obtained, when payable and interest 
rate. From this record they are entered into the certi- 
ficate of deposit ledger. Interest is credited in the 
ledger account at stated times, or at the maturity of the 
certificate. The sum of these balances must agree with 
the general ledger and the certificates outstanding as 
shown by the stubs must agree with the general ledger 
also. As certificates are redeemed they may be pasted 
on the stub, or the stub may be marked “paid” and 
the certificate filed away. 

Certificate of Deposit Ledger. — Certificates of deposit 
are entered in a certificate of deposit ledger, the number 
of the account corresponding with the number of the 
certificate. An index of names will of course be kept to 
locate any name. The customer is credited with the 
amount under date of issue, part payments charged as 
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paid, and interest credited at stated times. The summa- 
tion of the ledger accounts will agree with the general 
ledger account "certificates of deposit.” Where time 
and demand certificates are issued, they may be classified 
into different ledger records. 

Inasmuch as under the Federal Reserve Act a larger 
reserve must be carried against demand certificates than 
on time certificates, thirty days before maturity a time 
certificate is taken out of the time certificates and carried 
to the demand certificates for reserve computations. In 
small banks it is sufficient to treat all certificates as 
demand, the reserve being of no material consequence. 
A bank working so close to its reserve is in an unhealthy 
position. 

Where one ledger is used the certificates may be classi- 
fied on a control sheet, shifting the items according to the 
above suggestion for reserve purposes. 

Certified Checks. — A certified check is in substance 
a sum set aside out of a depositor’s account and held 
for the payment of the check so certified. It is an obliga- 
tion of the bank, represented by a specific instrument. 
The certified check account in total will prove with 
the certification book m that the amount shown m the 
ledger must equal the amount of outstanding certified 
checks shown in the certification book as still 
outstanding. 

Certified Check Register. — The certified check register 
records all checks certified. When a check is offered for 
certification, it is examined for the same points that a 
check offered for cashing would be. A charge ticket is 
then made out, which constitutes the charge against the 
depositor’s account. This is put through the work in the 
same manner as the check itself would be and is marked 
on the ledger — “CC” meaning certified check. The ticket 
is filed with the vouchers. The entries are then made in 



480 


COMMERCIAL BANKING 


the certified check register as follows: Date of check, 
maker, payee, amount, number of check and number of 
certification. It is initialed by the officer authorizing 
the certification and stamped and signed. When it is 
finally paid the amount is so marked alongside the proper 
line as “paid” with date and the check goes back to the 
customer, either with the ticket or without, depending 
upon whether or not the book has been balanced or 
statement rendered while the check was still outstanding 
The journal entry for a certification will be - 

Debit — customer 

Credit — certified checks 

A proof is obtained by taking the unpaid checks out- 
standing in total, which must agree with the general ledger 
control account. 

Cashier’s Checks. — Cashier’s checks are issued for 
many purposes, such as paying current expenses, paying 
notes and drafts collected, and in fact any payment which 
the bank may make by its own check on itself, as dis- 
tinguished from payment by draft on its correspondent. 
The reason for using this instrument will be discussed 
elsewhere and throughout the text. The amount out- 
standing is shown in this account, and is m agreement 
with the uncancelled checks as shown on the Cashier’s 
Check Register. 

Cashier’s Check Register. — The cashier’s check takes 
on two forms: (a) Checks on depositary banks. These 
are drawn in settlements with other banks, making remit- 
tances of various kinds and apply more particularly 
to the country banks having city correspondents 
(by Checks on the bank itself. These are used in all 
banks. In the country banks they are drawn in order 
to make certain payments and at the same time avoid 
drawing down the bank’s balance with its correspondent. 
In the city banks they are used largely because the bank 
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has no correspondent except the Federal reserve 
bank with which it maintains balances used in making 
settlements. It clears its cashier’s checks with its regular 
clearings, thus expediting their handling. In country 
banks the use of cashier’s cheeks resolves itself into 
paying an obligation against itself by issuing anothei 
form of obligation against itself and finally paying this 
out of its reserve funds. To illustrate: A customer 
desires a cashier’s check to use in a real estate transaction. 
He closes his savings account and receives a cashier’s 
check for the amount. Interest ceases on the savings 
account on the day the cheek is drawn. The bank 
receives back the cashier’s check for payment five 
days later; but in the meantime it has not disturbed 
its balance with its city correspondent, which continued 
to draw interest; and the draft which finally pays the 
cashier’s check does not reach the depositary bank 
until a week after its issue — obviously a profitable 
transaction. 

Each cashier’s check issued must have a correspond- 
ing debit, the entry for the check constituting a credit, 
or liability. To this end we must have an offsetting 
debit for every check issued. Such checks are used 
in various departments, and are issued upon 
requisition ticket giving the number of the check, 
date, to whom issued and amount. This ticket consti- 
tutes the entry to balance the cashier’s check issued. 

The cashier’s check register will record checks issued 
by date, number, to whom issued, amount, when paid, 
and account to be charged, with remarks. Cashier’s 
checks arising in different departments may be indicated 
by a distinguishing letter prefixing the number, thus 
“L” for loans made. Assuming that a loan is made to a 
customer and cashier’s check is issued the entry would be: 

Debit loans $1,000 Credit cashier's check L-509 $1,000 

31 
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The amount of checks issued each day is carried to 
the journal and then to the general ledger. Likewise the 
amount of cheeks paid As these instruments are 
received for payment they are sorted numerically 
(and if used in departments first by department letter 
prefixes) and examined as other checks are for regularity 
and indorsements They are compared with the check 
register and marked as paid. The unstamped items 
should prove in total with the general ledger. 

Christmas Club. — The Christmas Club, now found in a 
great many banks, has grown to enormous proportions, 
it being estimated that upwards of $200,000,000 was 
sent out by the banks of the country for the Christmas 
Clubs of 1922. These are essentially savings deposits 
made at weekly intervals during the year, to be returned 
automatically m December. The depositor who “30ms 
the club” agrees to deposit a certain amount weekly 
for about fifty weeks As a receipt he holds a card, 
coupon book or pass book, according to the system used 
At the close of the club year he receives his Christmas 
check from the bank, which closes the account. These 
deposits are not payable at any other time, and are 
essentially time deposits. The amount is carried to 
“Christmas Club Account” m the general ledger from 
day to day, and should agree with the total shown on 
the cards in the Christmas Club department 

Unpaid Dividends. — When a dividend is declared 
the amount is credited as a liability of the bank, and 
checks are sent out to the stockholders. As they are 
presented for payment they are charged to this account 
and the amount here shown represents the amount of 
checks still outstanding. A special dividend cashier’s 
check is used for this purpose to distinguish them from 
regular cashier’s checks. 
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Nominal Liability Accounts. — It is a rule of accounting 
that when an asset is received into a concern a liability 
must be set up to offset it. Under this rule we have in 
banks several nominal liability accounts that represent 
funds received from various sources, which go into the 
assets. They are earnings of the bank and will eventu- 
ally be carried into profit and loss account. In order to 
make these credits in bulk, nominal liability accounts 
are created to hold these amounts until the books are 
closed. The principal item is interest received. 

Interest Received. — Into interest received account is 
carried all interest and discount received by the bank 
The account may be divided into various divisions to 
show the source of the income and this is advisable 
inasmuch as the income must be classified in making up 
income tax reports. Such a division would be - 

Discounts received 

Interest on balances with other banks 

Interest on Liberty Bonds, giving issues. 

Interest on municipal and other tax exempt bonds. 

Interest on loans. 

Interest on mortgages. 

Interest on other securities. 

Rebates of interest on notes paid before maturity would 
constitute a charge against interest received and be 
deducted from discounts. Interest paid on securities 
bought (accrued interest) is properly chargeable to this 
account, inasmuch as the interest when received will 
form a credit The charge should be made against the 
class of securities to which the purchase belongs, thus 
showing the net amount received. 

Protest Fees. — Where the fees received for protesting 
negotiable instruments constitute an earning of the bank, 
as they should, the fees are carried to “protest account.” 
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These fees, while small in their units are large m the 
aggregate and require many small entries, unless they are 
put through in bulk at the end of the day. Journal entry . 

Debit — customer 

Credit — Protest-ac count 

Exchange. — This account holds the fees collected as 
exchange. These also are small in the individual trans- 
action but large in the total. Where exchange is still 
charged on checks this account will be substantial, but 
where exchange is only charged on collections it will be 
more modest. The journal entry for exchange collected 
on a draft paid by charging a customer’s account will 
be as follows - 

Debit* Customer’s account $1,000 

Credit. Cashier’s checks $999 

Exchange 1 

Rent. — Where the bank owns its own building and 
rents safe deposit boxes, there will be two rent accounts, 
rents from bank building and rents from boxes. The 
credits to these accounts are self-evident. 

Accrued Taxes, Expense, Etc. — Any charge against a 
bank that is running constantly, and yet is paid only at 
stated periods should be set up as a liability from time to 
time, so that the amount may be provided for in advance 
and that the position of the bank may not be mis- 
stated. We know that certain taxes and expenses will 
fall due at certain times. The exact amount may not 
be known but may be approximated from previous experi- 
ence. For instance, the taxes on real estate are known 
within a reasonable limit, likewise the income tax and 
capital stock tax. If these amounts are totaled for a 
year and divided by twelve, the monthly charge may be 
ascertained. Each month one-twelfth of the amount is 
charged to “taxes” and credited to “taxes accrued.” 
When the taxes are paid they are charged to taxes 
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accrued, thus eliminating this item from the statement in 
due course. Statements taken off under this plan will 
reflect the true condition of the bank. 

Accrued Interest Payable. — The interest charges for a 
year may, like taxes, be approximated and set up in 
monthly charges, the same as taxes are set up, and 
reduced by proper entries when the interest is finally 
credited to the depositors. The interest that is paid 
monthly does not need to be charged up as accrued; 
but interest that accumulates for a period of three or six 
months should be set up from time to time, in daily, 
weekly or monthly charges to interest paid, and credited 
to interest accrued account. (The term “accrued inter- 
est” is generally used to designate interest running to 
the bank; interest accrued is used to indicate interest 
running against the bank.) 

Where the bank operates a savings department which 
credits interest semi-annually, the amount may be 
prorated over the period, and set up as a liability. Thus, 
having a savings department with $2,000,000 deposits 
on which 4 per cent is paid, the charge will be approxi- 
mately $80,000 a year, or $6,666.66 per month. At the 
end of each month this amount is charged to interest -paid 
and credited to interest accrued. W T hen the period is 
ended, the amount is charged to interest accrued and 
any balance is credited back to interest paid. As a 
matter of fact, a bank paying 4 per cent will find that the 
interest cost is somewhat less than 4 per cent due to 
withdrawals and short time deposits. The exact cost of 
money in this department may be found by dividing the 
amount of interest credited at the end of the period by 
the average monthly amount due depositors. 

Thus, we find that the interest credited savings deposi- 
tors on Jan. 1, 1924 to have been $36,450. The monthly 
balances due in this department were : 
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July 1 $1,850,000 

Aug. 1 1,900,000 

Sept. 1 1,800,000 

Oct 1 1,925,000 

Nov 1 1,975,000 

Dec 1 2,000,000 Total $11, 450,000 =$!, 908, 330 

6 

$36,450 divided by $1,908,330 equals .019 per cent 
or at the rate of .038 per cent per year. 

Unearned Discount. — In considering unearned dis- 
count, let us take an example that will show the reason 
for unearned discount and the process of its computation. 

A note for $1,000 having ninety days to run is discounted 
as of Oct. 1. The discount $15 is immediately credited 
to discount received. It is apparent that this $15 is not 
earned on Oct. 1, but is earned day by day until the time 
has expired. We are called upon for a statement of the 
bank as of Nov. 15. It is obvious that at that time one 
half the $15 has been earned and at the same time $7.50 
has been received that the bank has not yet earned 
Therefore we set up as a liability $7.50 as “unearned 
discount” to eliminate this amount from our calcula- 
tions. By this process of reasoning we find that all 
notes maturing on Nov. 16 have had one day’s interest 
entered as an earning that should come out. Notes 
maturing Nov. 17 have two days’ interest that should be 
taken out. If we take each day’s maturities after Nov. 
15 and figure the number of days past Nov 15, and 
compute the interest at the rate the notes carry, we will 
have the amount of interest received but not earned up to 
Nov. 15. The summation of these amounts will con- 
stitute the item “unearned interest” on a bank statement 
Where notes carry different rates of interest, they must 
be classified according to their discount rate, and many 
banks do so in some record that provides for such classifi- 
cation. There is no simpler way than this to compute 
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the unearned discount; but it only gives the amount at 
the time a report is made up. For a more elaborate 
system of computing the unearned discount and one 
which gives the status of this item day by day, the 
Hanover National Bank of New York will send upon 
request a complete guide for making these calculations. 
It is too complex to be reviewed in a work of this kind. 

Rediscounts. Borrowed Money. — In many state- 
ments will be found an item such as “rediscounts” or 
“borrowed money” etc. In the former case it means 
notes rediscounted with the Federal reserve bank or 
correspondent bank, m the latter it represents funds 
borrowed from the same institutions against Liberty 
bonds or other securities. 

Banks borrow or rediscount for the following reasons 

1. Deposits are “running off” faster than deposits 
are being made and the bank must borrow on its securi- 
ties or sell some of its paper discounted to place itself 
in funds to meet these withdrawals. The bank is paying 
out more funds than it is receiving, and must cover 
itself, it may be temporarily, by borrowing rather than 
selling securities. In case it rediscounts, it anticipates 
the maturity of some of its paper. 

2. The reserve may be below the required limit and 
borrowing or rediscounting w r ill restore the same. 

3. Loans have been made to the extent of exhausting 
the loanable funds and the bank, m order to continue 
loaning, borrows. If it rediscounts it sells one loan 
in order to make another. 

4. Loans have been credited as deposits faster 
than the reserve ratio permits, so that the increasing 
liability on deposits has reduced the reserve ratio 
It is restored by borrowing or rediscounting. 

Customers’ Ledgers. — A large part of bank book- 
keeping has to do with accounts of depositors. To 
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the bookkeeping department flow the checks drawn 
by the customers of the bank, and presented through 
the clearing house, by messengers, and over the counters. 
Each check must be examined for the points set 
forth under Chapter X after which it goes to the 
bookkeepers for charging against the account. The 
deposit tickets go from the receiving teller to the same 
department for credit. Both deposit tickets and checks 
must be sorted alphabetically, listed for proving 
purposes, entered upon the records, and after the 
work is in proof they are filed. The deposit slips are 
filed where they can readily be had for subsequent 
use and the checks are filed for the purpose of furnish- 
ing statements and balanced books to the customers. 
It follows that this work is a daily grind, the flow of 
checks and deposits being constant, and varying 
with the time of the year, time of the month and general 
activity of business. 

The division of depositors’ accounts, which all 
banks find it necessary to make, depends upon the 
nature of the business. A small country bank will 
have but two, namely, the checking accounts and the 
savings accounts. The former may be grouped ac- 
cording to alphabetical divisions and the latter 
numerically into blocks. In a large bank handling 
a large number of bank accounts, there will be a 
special bank ledger, divided alphabetically or geo- 
graphically as preferred, while the other groupings 
are satisfactory, no matter how large or small the bank 
may be, if made alphabetically for checking accounts 
and numerically for savings accounts. The checking 
accounts may be grouped into corporation and per- 
sonal accounts, should the size of the bank warrant 
such segregation. 
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The Boston Ledger. — Defying time to make it obsolete 
the Boston ledger has outlived nearly all other forms of 
bank bookkeeping. It succeeded the old-time ledger 
with the debits on one side and the credits on the other, 
the difference being noted in pencil, which is still found 
in a few banks that have adhered to an old idea. The 
chief defect of the latter system is the proof, which 
necessitates the listing of each account on a trial balance 
sheet, and besides it is a slow method of posting. The 
Boston system has been used by practically all banks 
that date back a quarter century, and is still in use in 
many banks today, but is being rapidly supplanted by the 
machine bookkeeper, hereinafter mentioned. 

The Boston ledger is based upon the idea of eliminat- 
ing all needless work, such as dating and writing of names 
frequently. Amounts in the proper columns is the 
secret of its longevity. The names are written or printed 
on a master page, either on the margin or in the center of 
the page. Several narrower pages are inserted, so that 
the name can be read as the leaves are turned over. 
This makes one writing or printing last from three to six 
months. It is generally a large book and costly, if 
names are printed. Spaces are left for new accounts, 
the arrangement being alphabetical down the page. 
The accounting is done across the page. 

Next to the name will be the balance carried forward; 
next the credits for the day, then the debits, and the 
balance after the net difference is ascertained. 

Each day has a space with “old balance,” “deposits” 
or “credits,” “checks” or “debits” and “new balance.” 
It is customary to post the credits itemized, but the 
checks, being numerous, are usually run up on the 
adding machine and treated as one entry, with the nota- 
tion “Lst” (list) to indicate that more than one check 
is included in the entry. Where the checks are few — 
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two or three for the day, they may be posted singly. 
Debits, such as certified checks are marked “CC”, 
charges such as notes paid, “DM” — debit memorandum; 
returned items “RT,” etc. Credits such as notes dis- 
counted are marked “ND ” — note discounted, sometimes 
with the face amount, discount and net proceeds, othei 
credits, such as collections are marked “C” and other 
credits “CM ” — credit memorandum. This distinguishes 
other entries from the regular checks and deposit entries. 
Many banks post the cheeks received through the clear- 
ing house with a colored ink to distinguish such items 
from the regular work. The bookkeeper must make an 
addition and subtraction on each account that changes 
during the day and carry the balance to the balance 
column, indicating overdrafts in red ink. Each page 
can be proved by itself, since the total of the old balances 
plus the deposits and credits, minus the checks and 
charges must equal the total of the new balances. When 
a page does not prove, the individual accounts must be 
examined to discover where the error occurred. 

It is obvious that such work is mechanical in the high- 
est degree. The work is monotonous and trying at best, 
inasmuch as it is a constant mental strain. It develops 
a man’s staying powers and teaches him to concentrate, 
and be accurate in addition and subtraction. The 
Boston ledger is a good training school, but bank men 
as a rule work in this department no longer than is 
necessary. 

As a preliminary to posting, the debits and credits are 
listed on a scratcher or tickler, which is merely a journal- 
ization of the items for the day. When the ledger 
posting is complete the items are checked back to the 
tickler, thus assuring that all entries have been made to 
the right account. The totals are carried from the tick- 
ler to the general ledger and the Boston ledger must of 
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course agree with the latter. The tickler will classify 
the items into the same groups as are included in the 
ledgers themselves, and it therefore acts as a control over 
the ledger accounts. This process involves the writing 
of all depositors’ names daily in the tickler and is a 
task that is shunned on account of its monotony. The 
work can be lightened by using initials only or grouping 
all items under the alphabetical arrangement. At best 
the Boston system is tedious although accurate. The 
chief defects are : 

1. It must be transferred frequently. Some banks 
do so quarterly and others semi-annually. 

2. Adequate provision cannot be made for new 
accounts. Spaces are left for the insertion of new names, 
but the number of new names cannot be known and when 
spaces are filled they must be carried in the back of the 
ledger until a new one is opened. 

3. There is danger of posting on the wrong line when 
the item is at the opposite side of the ledger page from 
the name. 

4. The work is entirely mental and all additions 
must be made mentally. 

5. In tracing back an account several ledgers may be 
brought into use. 

6. Accounts that are inactive must be carried forward 
constantly and much needless work done in handling 
such inactive accounts. 

7. Where there are more than three or four checks 
a day they must be grouped and cannot be itemized. 

Writing Up Pass Books. — Where the Boston ledger is 
in operation the pass books must be written up, unless 
the statement system is in vogue. Obviously this cannot 
be done unless the pass book is left at the bank for that 
purpose. This has one decided disadvantage : It deprives 
the customer of the use of the book for the time it is in 
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the bank for balancing, necessitating the verification of 
deposits made during the interim before entering in the 
book. In balancing the pass book, the bank adds the 
deposits to the last balance shown by the book. The 
checks are run up on the adding machine. The differ- 
ence between the first and second operations is the 
balance and should agree with the ledger. If not, 
missing entries are looked for in the ledger and posted 
in the book; missing checks from the vouchers are traced, 
and if necessary the run up and pass book are checked 
with the ledger, until the discrepancy is found. When 
the book and ledger agree, the ledger is marked “Bal.” 
indicating that the book was balanced as of that date. 
The great disadvantage in balancing pass books lies in 
the fact that they come into the bank at the end of each 
month thus making overtime work necessary. A fast 
worker can balance from five to ten books per hour 
depending upon the volume of checks passing through 
and the frequency of missing entries to trace down. 
The ledgers are not available during the posting periods 
and much of the work must be done while the book- 
keepers are not using the ledgers. 

Statements. — Many banks which are still using the 
Boston ledger supplement it with a statement system 
operated either by hand or machine. This eliminates the 
balancing of pass books and is a decided advantage 
After being posted to the ledgers, the same items are 
given to statement clerks who make similar postings on 
loose leaf sheets. The balances as brought forward 
by the statement clerks are called back to the ledger men, 
and the two must agree. Both have the same balance 
at the beginning; both have made the same debits and 
credits and consequently both must get the same result 

At the end of the month the statements are made up 
and sent to the customers, either by mail or over the 
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counter upon call. Before being sent out, the vouchers 
are counted and must agree m number with the entries; 
the amounts must agree; and the balance must agree with 
the ledger. Acknowledgment slips are attached to the 
statement, on which the customer certifies that he has 
examined his balance and vouchers and finds them 
correct. In some states, notably New York, any claim 
for forgery, alteration, or other irregularity must be made 
within one year of receiving the statement or any right 
to claim reimbursement from the bank is forfeited 
Machine Posting. — The bank bookkeeping machine 
is fast supplanting the Boston ledger with all its old 
time honors It is not only much quicker, but elimi- 
nates the strain of constant addition and subtraction 
It reduces the labor cost of banking considerably, 
inasmuch as one machine operator can do the work of 
at least three ledger men It is entirely a mechanical 
process, extremely neat and highly accurate The 
work consists of two parts, the ledger, which is loose 
leaf, and the statement, a duplicate of the ledger m 
every respect except the heading. The items are 
exactly the same. The accounts are grouped as may 
be desired, the ledger and statement being m the same 
order, and a control account set up on the general ledger 
for each group. Checks and deposits are sorted 
alphabetically for each ledger and run up on deposit 
and check hsts which show the total debits and credits 
for each ledger. The total of the check and deposit 
lists will equal the amount charged to the bookkeeping 
department by the tellers. The amounts are then posted 
by the machine operators, each account that shows a 
transaction being offset. When all postings have been 
made, the same items are turned over to the statement 
clerks who do the same work on the statement sheets. 
The offset sheets are called back and must agree. 
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A complete proof of the ledger is taken daily, semi- 
weekly, or otherwise. By so doing, errors are restricted 
to a limited time, and are easily found. The list of 
the deposits and checks as made on the check and 
deposit lists are in the same order as the postings are 
made on the ledger, and although names are not used 
in making the check and deposit lists, it is an easy matter 
to check back the ledger with the lists. 

Before postings are made the amounts are totaled for 
each ledger group so that a control can be had over 
the balances shown therein. Thus, in a large batch 
of checks received for posting, after sorting according 
to ledgers, there will be 100 checks for ledger A-C. 
These amount to $5,000. The deposits are likewise 
classified and totaled and are found to be $3,000 for 
this ledger. When the debits and credits are posted 
the amount due depositors as shown by this ledger 
will be $2,000 less than the day before. In short, 
the checks are charged against the ledger in bulk, 
and deposits are credited in the control account, and the 
total of the balances as shown by the ledger must agree 
with these figures. 

The statements rendered customers in the ma c hin e 
system follow the same general order as the statements 
made in the Boston ledger system. The former is 
an exact duplicate of the ledger account, and the 
other is a transcript of the ledger work in a different 
form. Both achieve the same results, insofar as the 
customer is concerned. Both give the customer an 
itemized statement of the account for the period 
covered. 

In a bank where the machine system has been in 
vogue for five years and where it has given perfect 
satisfaction, the following procedure is operative 
in the postings: The checks are charged out of the 
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cages to the bookkeeping department. They are 
sorted according to ledger groupings and alpha- 
betically. Deposit tickets are treated in the same 

manner. The postings are then made, deposits and 

checks at the same time. Any checks that are short 

are taken out of the work and off the teller’s charge 

outs. The items are then run up on the deposit 
and check lists and the totals must agree with the teller’s 
lists. The advantage of this plan is that it avoids 
the necessity of taking the returned checks off the check 
list, which would be the case if the check list were made 
before posting. If errors show up in the proofs, 
the check lists are checked back with the ledger post- 
ings. Inasmuch as the items follow through the ledger 
in the same order as they appear on the check lists, 
any discrepancy is quickly found. The ledger post- 
ing is made by one clerk, the statements by another 
and the check and deposit run-ups by another. It 
is obvious that the three will not make the same error 
in reading a check. Most of the discrepancies arise 
by reason of blind figures. 

Duty of Depositor to Examine Vouchers. — In order 
that banks may not be subject to claims arising from 
forged and altered instruments for an indefinite time after 
the depositor has been placed m position to detect the 
forgery or alteration, the New York Negotiable Instru- 
ments Law provides that 

No bank shall be liable to a depositor for the payment by it of a forged 
or raised check, unless within one year after the return to the depositor 
of the voucher of such payment such depositoi shall notify the bank 
that the check so paid was foiged or raised 

It has been the custom of banks from time immemorial 
to render statements of account to their depositors. The 
old custom was to write up the pass book at monthly 
periods or upon presentation, this writing up consisting 
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of balancing the pass book with the bank’s records. The 
present custom is to render statements on separate 
sheets, giving the debits and credits for the period covered. 
The vouchers paid during the period are returned, prop- 
erly cancelled. 

Many of the losses suffered by banks would have been 
avoided had the depositor examined these returns and 
compared the vouchers with his own records, to deter- 
mine: (a) If the bank’s balance agreed 'with his own; 
(6) what checks were outstanding; (c) what checks, if 
any, had been improperly paid. Where trusted clerks 
have been forging and otherwise falsifying the accounts, 
it could have been detected by this checking process. 
And where checks have been raised or altered, or fraudu- 
lently issued, they too would have been detected 

It was formerly held that the depositor owed the bank 
no such duty, but now it is well settled that the depositor 
owes a duty to the bank to make such an examination 
for the purpose of detecting irregularities in the account 
Good business management would also sanction such a 
rule. This examination should be made within a 
reasonable time, and should be made with promptness in 
order that further irregularities may be checked. There- 
fore we have the New York rule, which is above given, 
and which is just and reasonable. 

While the examination should be made by the punci- 
pal, this is obviously impossible m many cases and must 
be delegated to others; and where it is done by one so 
authorized, it will bind the principal; although good busi- 
ness demands that it shall be done by one who is not 
responsible for the issuance of the checks. 

Many banks have notation on their statements to the 
effect that if the customer reports no discrepancies within 
a certain time the account will be considered accepted 
as stated; while other banks require an acknowledgment 
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that the vouchers have been received and examined and 
found acceptable. 

As a general rule, this examination must be made 
within a “reasonable time.” The examination must 
also be made with a reasonable degree of care and 
cannot be perfunctory only. At the same time, the 
depositor owes no duty to the bank to examine the indorse- 
ments on the vouchers. The bank’s contract is to pay 
only upon genuine indorsements, and the depositor is m 
no position to know whether the indorsements are 
genuine or not, and must rely upon the bank in this 
respect. The authorities are well agreed that this burden 
is upon the bank and cannot be shifted to the depositor. 
Consequently any payments made upon forged indorse- 
ments are subject to recovery Upon discovery that 
forgery or alteration has been committed, the depositor 
must advise the bank promptly of the facts in order that 
it may be placed on guard against further practices of the 
same kind. Waiting an unreasonable length of time to 
make this notification may lose him his right to recover. 
This rule is based on the fact that having prompt notice 
it may proceed immediately to protect itself and to 
apprehend the guilty party, and delay in notification may 
prejudice the bank in recovering. 

Return of Cash Items. — Where an item is returned as 
unpaid and has been received as a cash item it will not 
be given further treatment unless the depositor so 
requests, in which case it will go to the collection depart- 
ment. If it is not to be given special treatment, it will 
be charged directly to the depositor under the rule that 
indorsers guarantee payment and are to be held responsi- 
ble for unpaid items. Returns of this nature may be 
sent by messenger to the depositor, if convenient, but 
more often they will be charged to the account and 
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returned by mail with proper record of return. Where 
the depositor elects to reimburse the bank m cash, he 
may do so; or, he may draw his check. The most 
common practice is to return the item, charging the 
account Two tickets are made out, one going with the 
item and the other constituting the charge against the 
account. 

“Holds.” — It frequently becomes advisable for a 
bank to hold or agree to hold funds on deposit, for a 
certain purpose. Thus the note teller may have a note 
due and advises the bookkeeper to hold the amount. 
Against the balance the bookkeeper would mark in 
pencil “Hold $ NT,” meaning hold the amount 
for the note teller 

Paying Checks on the Bank Itself. — Inasmuch as the 
bank is constantly paying checks, notes, acceptances, etc , 
drawn on itself, it follows that all such items must be 
assembled m one central place and there reassorted 
according to the ledger grouping of the bank. This 
is commonh called the “check desk” but may be a large 
department in itself. In this department the accounts 
of the bank’s domestic customers are handled. All 
credits to the customers go through this department 
and all charges against them likewise are handled here 

Checks will be receive.d from the mail teller, paying 
and receiving tellers, note teller (in payment for notes 
acceptances, etc.), clearing house department, and 
other departments receiving checks drawn on the bank 
itself, such as the loan and the collection departments. 
The department from which the check has been re- 
ceived is stamped on it, or indicated in some other way, 
such as cutting with a peculiar spindle. Stamping is 
the most satisfactory, inasmuch as it does not mutilate 
the check. Checks as received are verified with the 
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accompanying tickets. In banking the receiving agent 
does not accept the sending agent’s work without proving. 
Whatever is received is checked. In receiving a 
batch of checks they will first be proven, and then sorted. 
This sorting may be as follows: 

(a) Certified checks (already charged, but which must 
be credited to certified check account). 

(i b ) Cashier’s checks, dividend checks, Christmas 
checks, etc., and any items to be charged back to the 
customer. 

(c) Customers’ checks. 

After sorting they go to the bookkeepers for posting. 

Each check going through this department and to the 
bookkeepers is examined for date, filling, signature, 
indorsements, stop payment, balance, and uncollected 
funds — the latter two being passed upon by the book- 
keepers. Irregular checks, short checks, checks drawn 
against uncollected funds, altered or forged items are 
returned to the source from whence they came and taken 
off the proof. In such a department all checks 
received are debited and all checks sent out are credited 
so that at the end of the day, when the work is all out 
of the department, the work will be in balance, showing 
that the department has accounted for all it has received. 

Average Balances. — In discussing the fundamental 
principles of banking, we found one of the rules to be 
that for every dollar borrowed the customer is expected 
to keep 25 cents on deposit. In other words his average 
balance should be one-quarter his loans. To determine 
this the average balance and the average amount 
of loans must be known. This information is needed 
also in paying interest which is paid on the average 
balance, less average loans, less free balance. An 
average balance book is kept in which is recorded under 
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the name of the depositor the amount, m round figures, 
of the balance each day. This may be done by the 
bookkeeper for his own ledger, and could be kept as 
part of the ledger itself and carried into a monthly 
summary book. At the end of the month the amounts 
are totaled and divided by the number of days, the result 
being the average daily balance for the month. On 
this sum interest is computed, as discussed under 
“Interest on Daily Balances.” 

Interest Delays. — In paying interest on deposits, it is 
essential that the bank shall not pay interest on money 
which it cannot use as reserve or for loan purposes. It 
is necessary to eliminate such amounts from the sums on 
which interest is paid. Where exchange is paid on 
certain items it is assumed that the exchange covers 
the interest delay and the depositor is entitled to interest 
on the full amount from day of deposit. On all other 
items the time for collection must be considered. It is 
therefore necessary that all items be analyzed m the 
bank, in some department for the purpose of computing 
the amounts for which interest is delayed. 

Uncollected Funds. — One of the great dangers in 
banking is the payment against uncollected funds. 
This has two aspects: (a) The bank in paying against 
uncollected funds advances its own funds without interest 
until it has made the collection; and (b) the uncollected 
item may be returned, thus creating an overdraft or a 
loan without security. The bookkeepers have it within 
their power to prevent this practice, and they are 
chiefly charged with this duty. In fact no other em- 
ployees of the bank have the opportunity to watch this 
feature. 

It would be difficult to describe the exact process by 
which this practice may be prevented. The bookkeeper 
must “use his head” and keep his eyes open and his 
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mind alert. He must have the ability to scent danger. 
On many accounts there need be no watch set, because 
the balances are ample and the depositor does not draw 

checks as fast as de- 
posits are made. On 
other accounts the 
balances are small and 
checks are drawn as 
fast as balances are 
created. The book- 
keeper will soon learn 
which accounts bear 
watching As he posts 
his items his eye un- 
consciously turns to the 
deposits last made and 
if the checks exhaust 
that deposit and cut 
into the previous 
balance, he knows that 
the customer is drawing 
on the uncollected funds 
unless the deposit was 
composed of checks on 
the bank itself, cash, or 
local checks cleared the 

Form 38 — Form for calculating interest next day. In other 
on daily balances , _ 

words the bookkeeper 
must know the composition of each deposit. 

This is one redeeming feature of the Boston ledger, 
inasmuch as the work is done by pen, the bookkeeper may 
make note alongside a deposit as to its character. Thus 
in entering a deposit he will find several out-of-town 
checks that will take three days to collect. He makes 
note on the account to “Hold $1,000—3” meaning hold 
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back payment on $1,000 for three days from the date. 
In machine work with the rapidity of the posting, these 
notations are not so easily made and head work comes 
into play. In every bank there are certain accounts 
that are known to be bordering on the danger line all 
the time and as such should be given constant thought 
Before paying any checks on such accounts the suffi- 
ciency of balance must be ascertained. Checks are 
returned for uncollected funds as frequently as they are 
for insufficient funds. The bookkeepers must know the 
character of each depositor’s business and his banking 
habits and guide himself accordingly. 

The possibility of loss through this medium may be 
seen from two actual examples A bank m New York 
had an account of this character Checks were drawn 
m large amounts daily, against deposits consisting of 
checks on out of town banks. On a certain morning it 
had presented $12,000 of checks drawn against a deposit 
of the same amount, which consisted of checks on banks 
that would pay m three days. The payment of the 
deposited checks was due on the same day. 

Ass umin g that the checks had been cleared, the checks 
were paid. Shortly thereafter the checks deposited 
came back “uncollected funds” and the result was an 
overdraft of $5,000 which had to be taken up by a note 
of the depositor. The proper course would have been 
to have wired the bank on which the checks were 
drawn to ascertain if they had been paid. 

In another case an account was opened with a customer 
known to be working close to the danger line and his 
account was marked. “ Pay nothing against uncollected 
funds.” A check was deposited for $1,000 drawn on a 
western bank. Shortly thereafter a check for $700 came 
through the clearings and was returned “uncollected 
funds.” The western check proved a fraud and the bank 
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was safe; otherwise it would have been out $700. In the 
Journal of the American Bankers’ Association for 
November, 1922, appeared this item: 


$4,000 for $15 Worth of New Business 

A recent fraud perpetrated against a member bank located on 
the Canadian Border illustrates the danger of makmg payments 
against uncollected items 

It shows the risk you take m giving bank recognition to any 
person however impressing his personality, until the paper 
deposits have been collected 

A stranger opened an account on the tenth of the month by 
depositing $5 m cash 

On the following day he made a deposit of $10 

On the sixteenth this new “customer” presented foi credit a 
draft for $5,250 issued by a bank m Montreal The following 
morning, before there was time for collection on this item, he 
came back and induced the bank to give him a cashier’s check for 
$4,000 payable, not to himself but to a third party 

The stranger thereupon proceeded to convert the $4,000 check 
into bonds From another bank m the same city he purchased 
three $1,000 Liberty bonds and ten $100 Liberty bonds tendering 
m payment the $4,000 check 

At first unwilling to accept the check from a sti anger, the 
banker selling the bonds called up the issuing bank, asked if the 
$4,000 check was genuine and was assured that it was Later the 
bookkeepei of the bank selling the bonds also telephoned the 
issuing bank and received similar assurance So the bonds were 
delivered to the purchaser 

The draft on the Canadian bank took the usual course and m 
due time there came notification that it was a forgery 

Do not cash checks for strangers and do not give strangers 
credit against uncollected items 

$4,000 is too much to pay for a $15 account 


It is obvious that had the bank been on guard against 
uncollected funds this loss would not have occurred. 

It is impossible to lay down an absolute rule to guard 
against uncollected funds. The bookkeeper can be of 
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inestimable worth to his bank if he is keen enough to 
catch such operations as they pass before his eyes. 
Eternal vigilance is the only price of safety in banking 
and this vigilance devolves upon the bookkeeping 
staff. 


The Corn Exchange Bank 


WILLIAM AND BEAVER STREETS 

NEW YORK 


A Bank Statement that any Man or Woman can underhand 


May 1, 1923 


The Bank Owes to Depositors . 8212,567,027.33 

A conservative banker always has this Indeht- 
odness in mind and be arranges his assets so as 
to be able to meet any request for payment. 

For This 1‘urposo We Have. 

[1J Cash . $29,415,628.21 

(Gold Bank Notes and Specie) and with legal 
depositories returnable on demand. 


[2] Checks on Other Banks . 

Payable in one day 
£3] U S Government Securities 
£4] Loans to Individuals and Corporations . . 
Payable when we ask for them secured by 
collateral of greater value than the loans. 

£6J Bonds .... 

Or railroads aryl other corporations, of first 
quality and easily salable. 

£6] Loans .. . ... ....... . 

Payable In less than three months orf the 
average, largely secured by collateral. 


28,184,560 14 

64, 037,650-86 
25,783,902 43 

24,416,443 92 

81,118,188 11 


vn 

18 ] 


Bonds and Mortgages and Real Estate . . 

Thirty-one Banking Houses . . 

The head office bultdlng stands on our books at 
»l 675 one and the thirty " ' 

at $3,464 OSS 05. all located 


Total to Meet Indebtedness . 

[9] This Leaves a Capital and Surplus <Jf ... . . 


. 5,754,342 19 

'5,139i068 05 


$233,844,789 91 
$21,276,862 58 


Which becomes the property of the stockholders 
After the debts to the depositors are paid and Is 
a guarantee fund upon which we solicit new 
deposits and retain those which have been 
lodged with us for many years. 


Our listed resources, enumerated In this statement, do not and can not 
Include those assets of friendliness and helpfulness which this bank hai 
in the personnel of Its board or directors its officers and employees. Thest 
are assets which pay dividends tc our patrons In service and satisfaction. 


The Corn Exchange Bank la prepared to supply yon with Banking and 
Trust Service through Its Fifty-four Offices located In Greater New York. 


BERBER NEW YORK CLEARING HOUSE ASSOCIATION AND 
FEDERAL RESERVE SYSTEM 


Form 39 — Simplified bank statement as used by Corn Exchange Bank, 
New York, m advertising 


Kiting Checks. — No more reprehensible practice 
obtains in banking than the practice known as “kiting.” 
In this the author has had a practical experience that 
would be most interesting if placed on paper, but the 
operation was so intricate that it cannot be explained. 
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The operator was an individual who has perhaps “kited” 
more extensively than any of his kind within the present 
generation. As soon as he was detected and stopped 
in one bank he would break out in another. A bank 
account to him was merely an opportunity to kite checks 
In a period of about three years it is well established 
that he kited upwards of $10,000,000 m a dozen banks 
Having control of various companies, he would deposit 
checks of one company m one bank, and draw against 
the deposits m the name of another company. At times 
he used as high as eleven banks, and the process became 
so intricate that detection was almost impossible. No 
body, not even he, knew just where he stood A balance 
in one bank would consist of his own checks on other 
banks, and the balance in the other banks consisted of 
his own checks drawn on others Hundreds of thou- 
sands of dollars m such checks were circulating all the 
time and until the banks, working together, held back 
payment on all his checks until certain of their payment, 
no one knew the exact position. By such cooperation, 
his checks were sent back, and in one instance over- 
drafts of over $100,000 were left as the residue of one 
operation. 

The only way such an operation can be stopped is to 
send back all cheeks drawn against uncollected funds, 
paying only against balances actually known to exist 
in the form of cash and checks which have been 
honored. No well-managed bank will tolerate such prac- 
tices, and as soon as they are in evidence more than due 
care should be used m honoring such checks A simple 
kiting operation, which recently came to the author’s 
attention, was as follows' A concern in New York had an 
account in Brooklyn, one in a bank on Long Island and one 
m New Y ork. A check would be drawn onitsNewY ork 
bank by the company and deposited to the credit of the 
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individual in his Long Island account. He would then 
draw his check on the Long Island bank and deposit to 
the credit of the company m the Brooklyn bank. The 
next day he would shift the arrangement in the triangle, 
and shortly afterward again alter the process of drawing. 
This was caught by a bookkeeper who noticed the course 
of his checks and the “matching” of his amounts. By 
comparing the checks deposited as shown on the deposit 
tickets, examining the endorsements, and the face of the 
checks, this w r as detected almost at its inception and 
stopped summarily. The other banks were communi- 
cated with and asked to examine their records to see 
what he was depositing with them and a comparison of 
accounts proved the process to be a kiting operation 
without question. In such operations the tellers and book- 
keepers can also render their bank a valuable service in 
detecting such unethical and dangerous practices. 

Other Books of Record, (a) Liability Ledger — It is 
essential to know the amount every borrower has 
charged against him both direct and indirect. For this 
purpose a liability ledger is used. This records, “as 
maker” the number of the note, amount, date of dis- 
count, maturity, maker and indorser, with total of all 
such items. “As indorser” the same details are taken 
and the two carried to a total column showing the total 
loans made for the customer’s account. Many banks 
give a customer a direct line and an indorser’s line. The 
amounts allowed under each are noted on the ledger 
page, so that he may be kept within the allotted limits 
The total of this book must agree with the amounts 
shown under “discounts” on the general ledger, and care 
must be taken that duplications do not occur in listing a 
borrower’s obligations twice m making the proof. A note 
appears but once in the assets and it must not be included 
twice in the proof. 
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(b) Maturity Booh . — In the maturity book will be 
listed all the notes held under discount by the bank, 
grouped according to maturity dates. No collections 
should be entered in this record The total of the 
maturity book will agree with the “discounts” on the 
general ledger and with the liability ledger. 

(c) Collection Register . — The incoming collection 
register records all items received for collection, with a 
number for each, with the following details: Date of 
receipt, from whom received, on whom drawn, date of 
item, amount, when due, papers accompanying, instruc- 
tions and fate. For a proof of this the unpaid items will 
check with the records The incoming items will be 
found in the collection case grouped under due dates 
They should be checked frequently and all unpaid 
items followed up and reported on or returned if collec- 
tion has failed. They should not be held unduly for 
the convenience of the drawee. 

The outgoing collection register will record. Date 
sent, to whom sent, from whom received, maturity, 
amount, papers accompanying, instructions and fate. 
All items should be followed up systematically, by 
tracers, and if not paid or returned promptly the 
recipient should be communicated with. 

Securities for Clients. — Since the Liberty Loan cam- 
paigns made it advisable for banks to afford customers 
a place of safety for their Liberty bonds, most banks have 
gratuitously kept such securities for their clients. It 
follows that there should be a proper control of securities 
so held. For this purpose the receipts given customers 
should be in duplicate and numbered. They should 
describe the securities by name, numbers, and amount. 
From the receipt book they should be carried to a con- 
trol ledger alphabetically arranged, showing the class of 
security, the amount, numbers. The securities are 
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kept in envelopes alphabetically filed in the vaults. 
From the receipt book they are entered in the ledger 
control and checked with the securities in the envelopes. 
The total of the ledger must agree with the general 
ledger item “securities for customers.” This is not an 
asset account, however, and for record purposes only. 
It does not appear in the statement. 

As deliveries are made upon return of the receipt, the 
duplicate is taken out of the book, and attached to 
the original. The amount is taken off the securities 
for clients ledger, and the receipts form the charge 
tickets from which the bookkeeper makes his postings. 
The receipts still uncancelled will check with the securi- 
ties m the vaults and the sum of the receipts must agree 
with the ledger control account. 

These securities are not the property of the bank and 
should not be mingled with the bank’s other assets. 
While a ledger control is desirable if not necessary, 
this control account does not appear in the bank’s 
liabilities in published statements. 

Securities Bought and Sold. — Many banks operate a 
securities department wherein securities are bought and 
sold for clients. For this work we have a book of buying 
orders and a book of selling orders. The sheets are in 
triplicate, one going to the broker, one to the customer 
and one retained for record purposes. Orders in numer- 
ical sequence should be signed by the customer and if 
taken by telephone should be so indicated. From the 
buying and selling records the entries are carried to 
the buying and selling ledger, sheets being arranged for 
each in a different color. The buying record will 
contain: Number of order, date, customer, security, 
broker, buying price, amount of invoice, number of 
securities, when delivered, commission, and receipt of 
the buyer. The selling record will contain: Order 
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BUYING ORDER FOR SECURITIES 

No 

Please buy for my account the following securities 


at Order good until 

I agree to pay for the above at the cost to the bank, plus a service charge of $ 
and you are hereby authorized to charge the same iCLmy account 

Check here for phone order ( ) 

Date Signed 

Received the above named securities m par value of $ 

Date 

Form 40 — Buying order for securities 


SELLING ORDER FOR SECURITIES 

No 


Please sell for my account the following securities 


at 


Order good until 


Securities delivered 
Check received 
Proceeds credited 
Date 


Signed 


Form 41 — Selling order for securities. 
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number, date, security and number, broker, selling 
price, amount, when received, disposition of proceeds, 
commission and receipt for proceeds. 

Unfilled orders are immediately discovered and fol- 
lowed up, and through this process it is possible to 
trace all orders subsequently. This avoids the necessity 
of referring to the broker’s invoices for information. 

Securities bought for customers may be charged to 
“ securities bought for clients” on the general ledger, from 
which they are charged to the customer’s account in the 
ledger department. If funds are received with the 
order they may be credited to the securities account as 
an offset to the payment to be made, but the better 
way is to credit such funds to the customer’s checking 
account, assuming that the bank deals m such matters 
largely with its own people. 

Any security bought for a client not a regular customer 
would require payment m advance, or a deposit sufficient 
to cover the transaction, lest there be a cancellation 
subsequent to execution, as sometimes happens. In 
operating such a department the bank must of course 
know its customers, else it may find itself in possession 
of securities that it cannot legally own, and may have 
to sell at a loss. Commissions are carried to commission 
account, and such commissions may be provided for in 
the buying and selling orders 

Bonds bought for the bank may be put through the 
same process for record purposes, thus giving a control 
and a record of such purchases and sales. These items 
would of course be carried to the securities account in 
the general ledger. The buying and selling order should 
be signed by an authorized officer of the bank. 

Called Bonds. — A great many bonds are called before 
maturity according to the terms of their issue. These 
calls are pubhshed in the press, but do not reach the 

33 
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owners in many cases. The bond houses selling the 
original offering send out notices to all clients of record 
that their bonds have been called. Where only part 
of the issue is redeemed the numbers are published 
and these are checked with the selling records and sent 
to the holders of record. 

A bank holding securities for customers in safe keeping 
should follow the same practice and promptly advise all 
customers holding called bonds. Such lists are sent 
out by the Wall Street houses, giving the names and 
numbers of all bonds called to a certain date and these 
are valuable guides in this respect. 

The securities in collateral loans should also be 
examined for called bonds in order that the owner may 
take advantage of the call and at the same time not lose 
interest after the call has become operative and interest 
has ceased to run on the called bonds. 

The same comment apphes to the bank’s own bond 
holdings, which if voluminous, will have the call feature 
to observe frequently. In the readjustment of interest 
rates in the post war period, a great many issues put 
out during the high interest period of the war, were called, 
either in part or in whole and replaced by other issues 
bearing a lower rate of interest. It is important for 
all holders of bonds to follow the call features of their 
holdings. Where securities held for customers are 
in the form of stock, it is essential for dividend purposes 
that the stock be registered m the name of the owner, 
otherwise the dividend will go to the owner of record. 
This necessitates a refund from the latter which is 
not always convenient to obtain. Where such securities 
are held, the bank keeps a record of the closing of the 
transfer books of various corporations, and dividends 
declared, and sees to it that the stock is m the name of 
the true owner before the dividends are paid. Where 
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the bank acts as trustee of the stock and makes the 
collection of the dividend for the account of the owner, 
the stock may be transferred to a no min ee of the bank, 
who will receive the dividends and make proper account- 
ing to the owner. This more properly belongs m the 
trust department and will be found treated in another 
volume under its appropriate head. 

Telegraphic Transactions. — The banks throughout 
the country use the telegraph for a great many purposes, 
not only m the matter of messages of ordinary routine, 
but in the transfer of money. For this purpose codes 
are prepared, of which there are several in use. Some 
banks have their own code, others use the American 
Bankers Association Code, commonly referred to as the 
“A. B. A. Code.” 

The purposes of the code are • 

1. Secrecy. 

2. To reduce the cost of sending, a sentence being 
expressed in one code word. 

3. To assure that the telegram is authentic through 
the use of test words applicable to certain days 

The large banks have telegraph and cable departments, 
the former handling the domestic and the latter the 
foreign business. It is obvious that a message in code 
must be carefully prepared on account of the import of a 
single word, which may alter the meaning of the whole 
message and involve large sums of money. To this end 
each outgoing message is carefully checked by a code 
clerk, and each incoming message translated and cheeked 
m the same manner. The authenticity of the message 
is tested by the test words which change frequently and 
are used to guard against bogus messages. 

The telegraph is used largely to effect transfers of 
money from place to place and in the Federal Reserve 
System is used very extensively in making settlements 
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between Federal banks and also between member banks 
making their clearing house settlements through the 
Federal reseive banks. 

The Federal reserve banks have a private wire system 
connecting all the banks and branches. Other large 
banks have similar systems. The wires are used con- 
tinuously in advising of non-payment of checks, in the 
settlements for collections, and in the transfer of funds. 
Thus, a bank m Albany will wish to transfer $10,000 
for a customer for his use in New York. The funds will 
be received by the Albany bank and it will wire its New 
York correspondent m code to “charge our account 
$10, COO and pay to the National Park Bank for the 
account of A. B C ” The telegram is authenticated and 
translated. The account of the Albany bank is charged 
and a cashier’s check is sent to the Park Bank for credit 
of A. B. C. with instructions to the Park Bank to advise 
the customer of the credit. Under the present rou- 
tine the Albany bank would simply wire the Federal 
Reserve Bank of New York to charge its account and 
credit the Park Bank for the account of A. B. C. with 
advice to the Park of the credit. Telegrams of this sort 
are usually confirmed by letter containing copy of the 
telegram, which is taken in triplicate when originally 
made out. 

Transfers of funds are frequently made for individuals 
by wire. Thus a traveling man runs short of money and 
wires his house to send him funds by wire through a 
designated bank. The latter will receive a telegram 
from the depositary bank of the house. “Pay X. Y Z 
upon identification, $100 draft follows.” The house 
has sent the funds to the bank or given it a check as a 
charge ticket with advice to make the transfer. Upon 
receipt of the wire the bank will pay the salesman the 
amount, upon proper identification, holding the telegram 
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as a cash memo until the draft is received. A case in 
point was that of an actor who had an account m New 
York and -was arrested in Los Angeles for violating the 
traffic laws and lodged in jail He had to have cash 
bail and could not furnish it He wired his New York 
bank to send him $1,000 by telegraph through a Los 
Angeles bank. The New York bank charged his account, 
wired the funds to Los Angeles, wired him to call or 
send for the same, and in a few hours he was able to 
furnish his bond. In this case the New York b ank 
simply placed the funds in the Federal Reserve Bank of 
New York for credit of the Federal Reserve Bank of San 
Francisco for the account of the Los Angeles bank, and so 
advised all parties. Thus no drafts were diawn, the 
whole tiansaction being handled by wiie. 

Where banks have reciprocal accounts, debits and 
credits are used. The telephone is used in near-by 
transactions in a similar manner Thus A, in New York, 
has an account m a country bank on Long Island. He 
desires to make a quick deposit in the Long Island 
account for his credit He may take the funds to the 
New York correspondent of the Long Island bank and 
make the deposit to its credit in the Domestic Transfer 
department. Upon so doing the city bank will credit 
the Long Island bank, and advise it by telephone, con- 
firming the credit by mail advice the next day. 

The Mail. — The mail of all banks is heavy. The 
country banks will receive a larger number of letters 
than any ordinary business house in a community, 
unless its operations be nation wide. The city banks 
likewise receive a large volume of mail, due to the country 
correspondents carried on their books. 

A large part of bank mail consists of remittance and 
collection letters. The former contain checks for col- 
lection, and the latter notes, bills of exchange and accept- 
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ances for presentation and payment. The registered 
mail of banks is also heavy. 

The mail will contain letters for officers and employees, 
in the nature of personal mail; bank correspondence 
requiring the personal attention of special officers 01 
departments; the general mail of the bank in the form 
of letters containing checks, notes, and other negotiable 
instruments, intended for the various departments, 
and circulars, magazines, newspapers, etc., in great 
volume. 

A large volume of the bank deposits are received 
through the mail, particularly m the cities where the banks 
make collections for their country correspondents. 
A letter from a bank in Ohio to a bank in New York 
containing fifty checks amounting to $5,000 is m no 
wise different fiom a deposit made at the window. 
The bank offers fifty checks for deposit just the same 
as a local merchant will do. The window deposit 
is acknowledged by an entry m the pass book; the mail 
deposit is acknowledged by a card returned to the sending 
bank. In both cases the bank must have a care that 
it receives what the depositor purports to deposit. 

Good banking requires that all checks be collected 
promptly and the law demands it Therefore all banks 
endeavor to get into the work all checks as fast as received. 
Where the volume of the work is heavy, the city banks 
have a night force that attends to the mail received 
during the night, in order that the checks so received 
may be presented through the clearing house the next 
morning. The mail is divided into night, morning and 
afternoon mail. The night mail is the heaviest, since it 
contains the letters that have been despatched during the 
previous day from the bank’s correspondents and which 
arrives from early m the evening until the next morning. 
It would be quite impossible m a very large bank to 
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open, sort and list the thousands of checks that pour in 
daily before the opening of the clearing house, although 
some large banks do not operate a night force, but employ 
practically the whole force on this work during the 
early morning hours. 

As the mail is brought in from the post office it is 
sorted into classes, only the letters containing checks, 
commonly called “cash letters” being taken out for 
immediate treatment. These are readily recognized by 
their size. 

Whether the bank elects to have a night force which 
comes on duty late m the evening and works until 
morning, or prefers to get an early start and employ 
more men, the operation is the same Every effort is 
made to get all possible checks in the clearing house for 
payment on the day of their receipt. It not only gives 
the sending bank an additional day’s interest but quick 
advice of the non-payment of checks. 

It should never be the practice of the sending bank to 
include in a letter more than one class of items. That is, 
checks should not be included m letters containing time 
items and vice versa; nor should coupons be included 
with other mail. It is not uncommon to have checks, 
collections, coupons, remittances, etc., all listed on one 
letter. This may save a httle in white paper, but is 
costly in time; for the receiving bank must deduct all 
but the cash items. It is, however, quite permissible to 
make several enclosures in one envelope. This saves 
postage but does not interfere with the work at the 
receiving end. 

Items that are taken out of regular cash letters are 
charged to the various departments and taken off the 
cash footing. 

The sorting of the letters may be by groups, as is 
found convenient for posting and proving purposes. 
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Whatever division is made in the ledger accounts should 
be followed in grouping the letteis If the ledgers are 
run by states, the grouping of the letteis will be by states, 
if by alphabet, then alphabetical divisions would be 
proper. 

A “lack ’’will consist of a batch of checks which have 
been sorted into divisions on the sorting table. The first 
essential is to prove the letters as to their contents 
This may be done by checking the listing as sent m, 
or by running the items on the back of the letter by add- 
ing machine, or by the block system. If the lattei 
method is used the procedure will be identical with the 
process presented under the receiving teller. There will 
be, of course, no cash to prove, and the total of the 
different blocks will equal the total of the letters. Where 
the checks are proven as to their listing, they are after- 
ward sorted into groups and charged out of the mail 
department. 

Thus, the checks may be grouped as follows . 

Checks on ourselves — charged to bookkeepers. 

Checks on clearing house banks — charged to clearing 
house department. 

Checks on out of town banks — charged to transit 
department. 

Checks on other banks m town — chai ged to collection 
department. 

Other items, such as coupons, collections, etc. charged 
to their respective departments. 

Clearing house checks are given first treatment m 
order to get them in the morning clearing. They are 
stamped with the bank’s indorsement, by a special check 
indorsing machine, and sorted according to banks drawn 
on and added to the work of the previous day, now ready 
for the clearing house exchanges. The letters are stamped 
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with the date received, the clerk proving the same, and 
section to which they belong and are sent to the book- 
keepers for credit to the respective sending banks 

Afternoon Mail. — Mail that arrives too late to have 
the checks collected through the clearing house is treated 
as “afternoon mail” and given the same treatment as the 
night mail; but in this case the large checks which are to 
go forward immediately are taken out and sent forward 
to their destination, in order to make an early collection. 
Checks on the bank itself will be charged up the same 
day, and other pressing matters promptly attended to. 
Thus, in an afternoon letter there will be found a check 
for $10,000 on a far distant bank. It will be taken out 
of the letter, a slip substituted, and the check sent to the 
transit department for prompt collection. Banks estab- 
lish their own rules as to what checks are to be taken out 
of the late mails, holding the rest over until the next day. 
In other words, the bank sends forward the same day as 
received all checks that can possibly be gotten into the 
day’s work, it cannot however, hold up the bookkeeper’s 
proofs indefinitely, and there must be a stopping time. 
Many of these letters contain checks or other items 
having special instructions connected therewith. These 
are carefully noted and complied with promptly. Thus 
a letter will contain a large check, with instructions to 
collect and transfer proceeds to account of X. Y. Z. 
m another bank and advise by wire when this is done. 
This special request will have the personal attention of 
some one in the department. 

After letters containing checks are proven and posted 
to the respective accounts they are acknowiedged. 
This is preferably done by postal card, stating “Your 
favor of the 1st inst wnth enclosures as stated received.” 
Many banks enclose a return card for this purpose. 
These acknowledgments should be promptly made and 
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always made, so that letters which go astray in the 
mail may be quickly detected and traced. 

The acknowledgments are sent out by special clerks 
to whom are given the original letters after the book- 
keepers are through with them 

Travelers’ Checks. — Inasmuch as this work has to do 
solely with domestic tiansactions, the subject of letters 
of credit and foreign travelers ’ checks will be treated 
under Foreign Exchange and kindred subjects by other 
writers in this series. Domestic travelers ’ checks prop- 
erly pertain to domestic banking and their issue is as 
follows. Some of the large banks and express companies 
issue travelers’ checks through correspondent banks 
and other agencies. The A. B. A. checks so widely 
advertised are the authorized checks of the American 
Bankers Association and are issued through the Bankers 
Trust Company of New York. They are sold by a large 
number of banks m all parts of the country. The 
Bankers Trust Company sends to each bank a supply 
of blank checks m denominations of $10, $20, $50 and 
$100, with a record of their numbers. The checks are 
dated, signed by an officer of the issuing bank, and 
by the buyer at the time of purchase. The funds are 
paid to the selling bank, plus a commission of y per 
cent. The selling bank remits the face value to the 
Bankers Trust Company with advice of the buyer 
and the numbers sold. The buyer may then take 
the checks to any bank, hotel, etc., and have them 
cashed or accepted in lieu of money. They must be 
countersigned before the one accepting them with the 
same signature as made at their purchase and are then 
made payable to the party cashing them. 

Travelers ’ checks are in substance a form of money 
that is most desirable to use m traveling. They are 
good anywhere and are safe as long as they are in their 
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original state. The protection lies in the fact that they 
must be completed in the presence of the one advanc- 
ing funds against them and are used m large volume 
everywhere. 


COMMEKCIAL BANK 

19 . 


Dear Sir 

We enclose herewith i ^ al< ^ , 

( unpaid 

Check of .. 

Note of 

Reason Checked $ 

BYTE 

Jl SUFFICIENT FUNDS 
PAYMENT STOPPED 
SIGNATURE 
ENDORSEMENT 
MAKER DECEASED 
FILLING 
NO ACCOUNT 

DRAWN AGAINST UNCOLLECTED JbUNDS 
CHARGED TO YOUR ACCOUNT 

COMMERCIAL BANK 


Form 42 — Beturn item form 


Registered Mail Record.' — Registered mail should be 
entered m a registered mail book, recording the date, 
addressee, contents of package, and date of post office 
receipt. As receipted cards are returned they are 
entered against the item, thus giving a control over 
registered mail. Any shipment not promptly receipted 
for should be followed. It is not enough to hold the 
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post office slip for the sending, the addressee’s receipt 
is equally important. Any losses in the mails will then 
be quickly ascertained. 

Return Items Book. — Banks return to their customers 
a great many instruments, such as unpaid checks, 
coupons, paid notes, drafts, etc. All such items are 


VOUCHERS RETURNED 


COMMERCIAL BANK 


New York, N.Y. 192. 


Dear Sir. 

We enclose herewith statement with vouchers from to 

COMMERCIAL BANK 

Form 43 — Record of vouchers returned 

entered in a return items book, which is best m a duplicate 
form, one copy going with the item the other remaining 
in the book. The reason for the return is checked. By 
this record all such returned items are accounted for and 
it frequently becomes necessary to prove that such return 
has been made. 

Delivery of Vouchers. — Where vouchers are delivered 
to customers in the statement system it is customary 
to require an acknowledgment slip to be returned for 
audit purposes. As a preliminary to this a voucher 
returned record may be kept which lists all vouchers 
sent out by mail, which accounts for their delivery 
to the post office, to be subsequently followed by the 
receipt from the customer. Delivery of statements over 
the counter will be immediately receipted for. It fre- 
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quently becomes necessary to prove that vouchers were 
returned to a customer who claims he never received 
them. The returned voucher record comes into play m 
such cases as a medium of tracing. 

Safe Deposit Records. — Where the safe deposit vaults 
are conducted as part of the bank’s operations, the 
records should be the same as for a well-organized safe 
deposit company. The chief risk in this respect is 
unwarranted entry — that is, the entry into a box by one 
who has no right to enter; and if anything of value 
should be taken by the one entering the box without 
such right, the bank would undoubtedly be liable to the 
owner of the box. Possession of the key is by no means 
warrant for entering a box The records that are 
commonly used to safeguard box owners are : 

1. The Contract of Rental. — This is a card with the 
contract governing the relationship established between 
the parties. This is signed by the rentei who may take 
the box jointly with another, or deputize another to 
enter. It gives the box number, rental per year, the 
term of the rental, code word used as identification, etc. 

2. The Rental Receipt. — This may have more detailed 
information regarding the contract between the parties, 
and inasmuch as this goes to the customer, the rental 
agreement is better expressed in this instrument than on 
the card. The customer cannot then claim ignorance of 
the rental agreement. 

3. The Expiration Record. — This is a record of expiring 
rents, and kept chronologically. Notices are sent out 
monthly to those whose rents are to expire during a 
given period. 

4. Record of Entries. — There should be a record of each 
entry into the boxes. This should be kept alphabetically 
or numerically and m a form convement for the customer 
to sign. At each entry into the box the customer must 
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sign with the date and time of entry. Customers not 
known to the attendant should of course be identified, 
either by the code word or some other method. The 
signature may be taken on the entry record as sample 
for future comparison. 

The entry record is useful for the purpose of restoring 
articles and papers, securities, etc., left behind in the 
booths by careless box owners, and is invaluable as a 
record of who entered a box and when. 

Customers’ Check Books. — From time immemorial 
it has been the custom for banks to furnish their custom- 
ers with check books gratis, and in many cases to print 
the name on the end and to number the checks. This 
practice is costly, and these charges constitute one of 
the heaviest items in the stationery account. With the 
growing use of safety and specially made paper with the 
bank’s monogram or other device worked into the paper 
by various methods, the cost of check books has mounted 
up. Comparatively few banks are now using common- 
place paper and take pride in the quality of their checks. 
These checks should be purchased in large quantities 
for the sake of economy. The expense can be prorated 
over the period if desired. Check books without names 
and numbers are made up in bulk; but other checks 
must be imprinted to order. The stationer keeps the 
checks in stock ready to print the name, number the 
checks and stubs and bind into books. Checks engraved 
on the best safety paper now cost about $3.50 per thousand 
and the making of a book of 500 checks, with name and 
numbers, with binding $2 to $3 additional. 

The Bank’s Stationery. — The stock room of a large 
bank contains a valuable and costly lot of printed matter. 
Banks are large users of stationery and must constantly 
keep watch over their supplies, lest they fall short of a 
necessary form at a critical time. To this end a running 
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inventory is kept of all forms on hand, by card index 
The forms are numbered for identification purposes and 
may be grouped by names or preferably by numbers. 
This number appears in fine print on each form, and often 
with the quantity purchased and the date. A caid 
index should be kept for each form. To it are carried 
the amount of stock on hand, with cost of the same, date 
of order and printer. As supplies are taken out on 
requisition, they are taken off the amount, and as new 
supplies are received they are charged. By this process 
a bank can tell how many of each form there are in stock, 
and orders may be placed in advance in time to keep the 
supply adequate. Without a running inventory, a 
bank must depend upon the observation of the stationeiy 
clerk to check supplies that are running low, which is 
not a satisfactory method of keeping supplies on hand 
in sufficient quantities to meet the daily needs. 

A sample of each form used should be kept in an 
index file which has a complete set of all forms used by 
the bank. 

Yearly Reports to Directors. — In summarizing the 
result of the year’s operations for the board the following 
will be found of interest : 

1. Income of the bank, classified. 

2. Expenses, classified. Miscellaneous expenses group- 
ed and itemized. 

3. Profit and loss statement for the year. 

4. Charge-offs in detail. 

5. Other charges, such as interest, taxes, etc. 

6. Volume of deposits and withdrawals. 

7. Number of deposits received (all departments) 

8. Number of checks paid (all departments). 

9. Mediums used in advertising and the amount 
expended on each. 
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10. Estimated income for the ensuing year, with 
estimated charges. 

Library and Statistical Work. — All banks should have 
a bank library even though the collection of books be 
limited. There should be in the bank a standard work 
covering each phase of banking, legal and practical 
It should be possible to answer any reasonable question 
regarding banking matters from the books in the bank 
collection. The statute law of the state and the National 
Banking Act and Federal Reserve Act should be on file 
and brought up to date. These laws should be familiar 
to every bank man. There should also be the “Legal 
Opinions of the Counsel for the American Bankers’ 
Association” which cover practically every subject that 
can arise in the day’s work. There should be standard 
works on banking practice, economics, law, taxation, 
corporations, etc. The standard magazines and daily 
financial papers should be subscribed for and placed 
where the force can use them. Where the bank is 
large enough there should be a librarian and statistician 
who assembles financial information, classifies chppings, 
articles, etc., so that current information on any given 
subject may be quickly obtained The extent to which 
the statistical matter is gathered depends upon the 
bank. The large banks will have extensive files, while 
the smaller ones will not collect such first hand data 
at all. 

A great many banks are now publishing a monthly or 
semi-monthly financial review of current conditions. 
This may be prepared under the direction of the librarian 
or statistician, who will cover the subjects which the bank 
reviews in its periodical publication. The forecast and 
expression of comment on conditions may be over the 
name of an officer who may or may not collate the 
information that supports the conclusions. The library 
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is exceedingly useful to those officers who make addresses 
and write papers for pubhcation. 

Addressing Lists. — Every well-organized bank has a 
mailing list. This is made up of its own customers and 
m addition such other names as it may decide are desir- 
able as prospects. In the larger banks this will include a 
list of all business houses in the city, or within its territory, 
classified. In smaller places the list should include such 
names as will give the bank access to every home and 
business place. These names are taken from telephone 
books, directories, voting lists (which are accurate), 
list of electric light and gas consumers, etc. The bank’s 
list is used to send out announcements of interest to the 
bank’s customers only. This includes holiday greetings 
and matters of concern only to the bank’s present cus- 
tomers. The other lists are used to send out general 
advertising, booklets, statements, announcements, etc. 

The names are frequently revised and returned letters 
indicate a change of address that should be altered or 
removed from the files. These lists are made up in such 
form as to be used in addressing machines, so that the 
labor of addressing is reduced to a minimum. As fast as 
results are achieved by bringing in new customers the 
name is taken out of the general list and placed in the 
bank’s own customers’ list. 

The Central File. — More and more banks are coming 
to realize the value of a central file. This file includes the 
names of all customers of the bank and indicates what 
services of the bank the customer is using Inasmuch as 
most banks are now operating savings departments, safe 
deposit vaults, investment and trust departments in 
addition to the regular checking department, the central 
file is valuable for use in soliciting the customer for other 
departments of the bank. The bank has not exhausted 
its possibilities with its own people until all are using 

34 
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such departments of the bank as meet their respective 
needs. Thus the trust department may be built up from 
within the bank, by calling frequent attention to the 
services of this department. Likewise the other depart- 
ments of the bank. Once the central file is begun, it is 
merely a matter of attention to keep it up to date. This 
file is useful also in deciding upon the payment of short 
checks. A customer might be overdrawn in one account, 
or department, and be covered by funds in another. 
The customer who knows he has funds m the bank in two 
or three accounts assumes that the bank shall know as 
much about his accounts as he; and while it cannot -know 
these ramifications exactly, the central file will be a great 
help If, for instance, the customer is short m the check- 
ing account, reference to the central file will show whether 
or not he has other accounts, or is using other depart- 
ments that may have sufficient balances to cover the 
overdraft. The central file is useful also m credit refer- 
ences, since its information is exact and leaves nothing 
to memory. 

Closed Account Record. — It is as important to know 
what accounts are closed out as it is to know what 
accounts are opened. T o this end a closed out record 
should be kept giving the names of all closed accounts, 
with the amount at the time of closing. The reason if 
known should be placed on the card. A letter of regret 
should be sent out and it should inquire if any part of 
the bank’s service has been faulty or unsatisfactory 
Frequently the answer will be highly commendatory 
and therefore most pleasing, and occasionally a real 
fault will be found which can be corrected. As soon as 
accounts are closed they are removed from the current 
mailing list of customers and taken from the central file 
and indices. They should be reserved for special effort 
to win back, unless the customer is leaving the city 
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permanently, 01 for other reasons it is impractical 
to consider him a possibility again. 

Analysis of Customers’ Accounts . 1 — Much has been 
written about systems or methods of analyzing customers’ 
accounts. Nearly all have merit Some, however, 
are too complex for the smaller banks to use — requiring 
too much work in determining the various factors and in 
applying them to the individual accounts. "When we 
read of a new plan for doing a certain kind of work, we 
naturally wish to know how it will be applied, how long it 
will take to do it, w r hat the results w r ill be, and whether 
these results will warrant the time and effort spent to 
obtain them. I shall endeavor to describe an analysis 
system which can be used profitably and easily by the 
smaller banks as well as the larger ones. I shall also show 
the practical apphcation of it and, what is perhaps most 
important, the results obtained 

The institution with which I am connected com- 
menced analyzing its commercial department accounts 
m 1911, feeling that only by an analysis could losses be 
detected and prevented. In addition to this function, 
the analysis of accounts has been a valuable aid in 
extending credit, by giving us not only the comparative 
value of each account, but an accurate history of each 
account over a lengthy period. For instance. Does the 
balance fluctuate more than w T e think it should? Does 
the average balance compare favorably or not with the 
average loans, and is the activity increasing or diminish- 
ing'’ Are we making or losing money on the account, 
and how much? 

The method of analysis which we have been using 
since 1919 is explained m a little booklet issued by the 

1 Address before Philadelphia Chapter, American Institute of Banking, 
by Lewis Van Court, Assistant Treasurer of the Central Trust and 
Savings Company of Philadelphia 
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Federal Reserve Bank of New York, entitled, “Analysis 
of Depositors’ Accounts — Short Method.” It is this 
method, its use, and the results obtained from its use, 
that I wish to explain. 

Four General Factors . — In order to apply this method 
there are four general factors which must be considered 
and ascertained: 

1. The amount of the depositors’ balance that can be 
loaned or invested. 

2. The amount of income that such a balance when 
loaned or invested produces at the average net rate on 
loans and investments. 

3. The amount of disbursements directly traceable to 
each account. 

4. The amount of the bank’s general expense which 
should be equitably apportioned to each account. 

I shall now take up each of these factors in order and 
show just what they mlcude and how we put them into 
operation in our bank 

1. The amount of balance that can be loaned or 
invested. — We get this figure from oui interest slips or 
analysis slips, as we prefer to call them. Interest is 
computed quarterly and so we make our analysis period 
coincide. These slips provide space for three months’ 
credit balances and also allow for three month’s debit 
balances or totals in transit. Most banks, in figuring 
outstandings, use a four or more column form and 
distribute the amounts between the different columns 
according to days outstanding However, we use 
Burrough’s calculators, which find the total outstanding 
for one day much more quickly, just as accurately, and 
with considerable saving of stationery. The average 
daily outstanding deducted from the average daily 
ledger balance, of course, leaves us the net or loanable 
balance. 
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2. Amount of income that such a balance when loaned 
or invested produces at the average net rate on loans and 
investments. — The point here is to get the average net 
rate, and as our books are closed quarterly, we take the 
business of a quarter as a basis. Our books showed what 
our gross income for this period was, and it was easy 
enough to average our total assets for the same period 
and find that we earned an average annual rate of 
4.408 per cent on all assets, or 1.102 per cent for the 
quarter. (The income mentioned does not include, of 
course, that earned by our title, trust and real estate 
department.) This might seem like a low rate, but you 
must bear in mind that this is on all assets, which included 
items such as cash on hand, accrued interest receivable, 
and so forth. The annual rate earned on earning assets 
was 4.648 per cent and would have been better, except 
for the fact that, as we do a very active commercial 
business and as our savings deposits are considered by us 
as demand deposits, we carry a larger reserve than legally 
required. Cash on hand and in banks for this quarter 
averaged 16.1 per cent of our total deposits — both savings 
and commercial — so that practically one-sixth of our 
deposits or one-seventh of our assets produced httle or 
nothing, comparatively speaking. This fact brought the 
annual rate earned on earning assets to 4.648 per cent and 
to 4.408 per cent on all assets. This 4.4 per cent is our 
second factor. 

While not pertinent to the subject it might be said 
that we went further on this schedule and averaged oui 
liabilities for the same period, hsted the direct expense 
of each item, and added general expenses and taxes 
These totaled our entire expenses; and, of course, when 
we deducted these expenses from the sum of our gross 
income, as mentioned previously, plus income from title, 
trust and real estate department, we ascertained our net 



534 


COMMERCIAL BANKING 


earnings according to our books. We did this to satisfy 
ourselves that subsequent calculations based on certain 
of these figures would be at least started correctly. 

3. The amounts of all disbursements directly traceable 
to each account — This will include such items as cost of 
special check book, collections, and interest on the 
account. 

4. The amount of the bank’s general expense which 
should be equitably apportioned to each account. — 
This is not so easy. If you have a large classification of 
expense accounts and few departments to distribute the 
expense over, or if each department keeps its own expense 
records, it is somewhat simpler. We have the following 
principal departments over which we distributed our 
total expenses : Commercial, savings, transit, loans, title, 
trust and real estate, safe deposit, and building. 

Salaries of employees, excluding officers, were dis- 
tributed among the different departments in which such 
employees were engaged or if their time was spent in 
more than one department, it was apportioned on a 
time basis. One-half the salaries of all officers was 
charged to the loan department, as it was assumed that 
50 per cent of their time was spent in credit work, 
passing on loans, calling on credit applicants, and other 
work in connection with the making of loans. This 
excludes, of course, title and trust officers, their salaries 
being charged to that department. The remaining one- 
half of salaries of officers was proportioned over the 
other departments on the basis of salaries paid employees 
m each particular department The salaries of employees 
and officers charged to each department were then totaled 
The distribution, thus far, we felt to be accurate. The 
remaining expense accounts had to be arbitrarily dis- 
tributed, but as they totaled less than one-half the 
salary accounts, we felt our basis of apportionment fair 
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and sufficiently accurate. For instance, noiscellaneous 
general expense was distributed on a basis of all salaries 
paid, and telephone charges were apportioned in the 
same way. Light, coal, and repairs accounts were 
charged to building. Other expense accounts were 
apportioned to the departments solely affected, or if 
several departments were concerned, then on the basis 
of all salaries paid these different departments With 
this distribution completed, we had the total general 
expense of each department. 

Included in the departments which have been mentioned 
were the transit and loan departments. The total 
expense of these departments was apportioned on the 
following basis : Transit department expense was charged 
to commeicial and savings departments m proportion 
to the number of items handled for each of these depart- 
ments. Of course, the transit department also handled 
items from the loan and collection departments, but 
these were comparatively few and did not need to be 
considered. It might be mentioned here that a count 
was made of all items, both incoming and outgoing, 
passing through both commercial and savings departments 
for one week. This will be referred to later. Loan 
department expense was distributed to commercial 
department, savings department, and capital and sur- 
plus account. This apportionment was on the basis of 
average funds invested by the loan department for each 
of these divisions of the business. The amount of the 
transit department and loan department expense 
apportioned to the commercial department, together 
with general expenses of that department, equaled the 
analysis expense. 

We went a little further on this schedule than the 
analysis method required because we wished to find the 
net profit or loss of each department. To the analysis 



536 


COMMERCIAL BANKING 


expense of the commercial department we added inter- 
est paid on these accounts, which gave total expenses 
The 4.4 per cent annual rate, or 1.1 per cent for the 
quarter, was applied to our average commercial deposits 
for this period, and this showed our gross earnings, the 
difference, of course, between such earnings and expenses 
being net profit. The gross earnings of our savings depart- 
ment and capital and surplus division were determined in 
the same manner. To the cost of loan department 
apportioned to capital and surplus was added dividends 
paid on our stock; state and federal capital stock taxes 
might have been added, but they were charged else- 
where. The result of this schedule showed the net 
profit or loss of each department or division of our 
business. 

I shall now go back to the analysis expense of our 
commercial department To distribute this amount 
fairly to each commercial department account it must 
be divided according to (a) Activity of accounts, ( b ) size 
of accounts, and (c) number of accounts. In this dis- 
tribution no exact basis is possible — for instance, salaries 
of employees were distributed two-thirds to activity, 
one-third to number, nothing to size. Advertising 
went to number, transit department cost to activity alone, 
and loan department cost to size alone All our other 
commercial department expenses being distributed and 
totaled, we then had our total activity cost, size cost, 
and number cost. These costs or expenses are now appor- 
tioned to each account as follows: 

(a) Activity Cost. — This is distributed to the individ- 
ual account according to the number of items handled, 
whether incoming or outgoing. As mentioned before, 
we counted for one week the number of deposits and 
incoming checks, and also the different kinds of out- 
going checks; we found a total of 33,202 items, or an 
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average for each day of the six of 5,534 for the commercial 
department. The seventy-nine business days of the quar- 
ter we presumed would average about the same and there- 
fore multiplied our daily average by seventy-nine and 
arrived at a total of 437, 186 items. The activity expense 
was $13,836.07 — making the cost .0317 per item. 

(i b ) Size Cost. — This is distributed to the account 
according to the amount of balance carried. Our com- 
mercial deposits averaged $6,399,000 and our size expense 
was $4,842.98. Size cost was therefore .757 per thousand 
for three months. 

(c) Number Cost. — This is equally divided over the 
number of accounts, irrespective of activity or size 
We had 5,134 accounts in our commercial department 
and the number expense was $7,668 20. Number cost 
was therefore $1.49 for three months. 

Application of Factors . — We have now covered the four 
general factors to be considered and also the three costs — 
activity, size and number — which constitute the fourth 
general factor, so let us apply them. 

From our interest or analysis slips we get the average 
ledger balance for three months. They also give us 
the average daily outstanding for the same period. The 
difference is, of course, the net or loanable balance 
On this balance our gross income is figured at 1.1 per 
cent. This is, of course, the quarterly rate. 

The next three items on our analysis card are: (1) 
“Indebtedness — Double,” (2) “Indebtedness — Single,” 
and (3) “Under Required Balance.” These are not 
considered in the method described m the booklet 
referred to and so they have not been mentioned until 
now. Our loan department averages from its loan 
credit ledgers the two classes of indebtedness; we con- 
sider that a net balance equal to 20 per cent of the 
single name indebtedness should be maintained. Some 
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banks, we understand, base the required balance on 
both single and double, others on single, double and 
collateral, and still others on the credit line, whether 
used or not. How they correct an “under required 
balance ” we do not know. This brings us to the ‘ ‘ Under 
Required Balance” item, which is the amount of the 
difference between the net balance and 20 per cent of the 
average single name indebtedness. If the balance is 
less than 20 per cent, we charge as an expense of the 
account 1.1 per cent of this under required balance 
The rate, you will notice, is the same as applied to net 
balances 

The next two items are “Activity — Outgoing” and 
“Activity — Incoming.” The number of each of these 
is obtained from our interest slips, where they are entered 
daily from the deposit slips and ledgers by our book- 
keepers. The expense of these items, or activity cost, 
is figured at .031 an item 

The next item is “Size Cost” of $75 pei thousand 
of net loanable balance. Next is “Number Cost” of 
$1.49, applied equally to all accounts regardless of 
activity or size. Then follow some spaces for disburse- 
ments directly traceable to the account, such as special 
check book costs, collection costs, interest, and so forth. 

Of course, the difference between the total of these 
costs or expenses and gross income represents our 
profit or loss on each account. Our analysis card 
provides sufficient space on one side for sixteen analysis 
quarters or four years and, of course, gives a very com- 
plete idea of an account over a lengthy period. The 
reverse side of the analysis card provides spaces for 
financial statements and miscellaneous information 
about the account. 

It took two days to prepare our figures and arrive at 
the factors which we use. It takes not more than 200 
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hours every three months to analyze over 2,000 accounts. 
This figure is liberal, because last March it was prac- 
tically all done in the evenings and a record was kept 
of the time. Our last analysis quarter ended March 
25, and all the work was finished by March 29. 

Results Obtained . — Before giving you the results, 
it should be explained that we have approximately 
5,000 accounts in our commercial department; 1,800 of 
these are inactive and are not analyzed, because there is 
practically no expense in handling this class of accounts. 
Of the 3,200 active accounts, 2,388 were analyzed last 
quarter and 881 accounts were charged with the expense 
of handling. 

There were other accounts than those 881 which 
showed losses, but which were not charged, because the 
persons •who had them did business with some other 
department or because they were connected in some way 
with other accounts. Approximately one out of every 
five accounts in our commercial department shows a 
loss under analysis. However, the total balances of 
these 881 loss accounts amounted to only 8381,573, or 
less than 6 per cent of our commercial deposits. We 
have also found that an analysis charge prompts the 
customer to increase his balance if possible. The 
average balances of those accounts charged in a recent 
quarter totaled 1367,228, whereas the average balances 
of the same accounts three months later totaled $399,003, 
an increase of $31,775, or nearly 9 per cent. 

The loss, which we in this way recovered from these 
881 customers for the three months, was $9,257.75. 
For the year ending with the quarter to Dec. 25, 1921, 
we analyzed on an average 2,215 accounts each quarter, 
of which a quarterly average of 763 showed losses 
averaging $7,666.22, or a total of $30,664.88 for the 
year. 
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Simple Method of Analyzing Accounts . 1 — Every 
account, because it shows a credit balance, is not con- 
clusively to be presumed profitable. It may yield revenue, 
but not sufficient to satisfy the expense of handling. Or, it 
may not only fail to produce a gross income, but occa- 
sion an actual loss. So, even among bank accounts, 
all that glitters is not gold. 

Each year a greater number of large banks recogmze 
the desirability of having more definite facts concerning 
the value of various customers’ relationships, and, with 
that purpose in view, organize analysis departments. 
But among smaller institutions, the practice is less 
general It is to the smaller bank, particularly, that 
this discussion is directed. The promiscuous closing of 
accounts which, under analysis, do not appear satis- 
factory is not necessary. There are many occasions 
when such a course would be injurious to a small institu- 
tion. But if a customer’s business is unprofitable, the 
bank at least should not be ignorant of the fact. Neither 
is it necessary for smaller banks to operate an elaborate 
system of getting information. The short form of 
analysis herein described requires neither. 

The Small Account Problem — One of the first things 
a banker will find upon scrutinizing his business is that he 
has on his books a considerable number of small accounts 
with balances insignificant when compared with the 
expense of handling. Almost any active account under 
one hundred, or even two hundred dollars, may be 
included in this group. 

To large banks small accounts present a grave problem, 
they build up clerical expenses without materially 
increasing gross income. Most city banks either refuse 
to carry them, or protect themselves against loss by 

1 Dale Graham, Mississippi Valley Trust Co , St Louis, m the Banker 
and Financier, 
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assessing a sendee charge of from fifty cents to two dollars 
per month when an account falls below a certain mini- 
mum and reaches a certain point of activity. From 
the customer’s standpoint such a charge is entirely just, 
as there appears no logical reason why the bank should 
furnish him a passbook, checks, and deposit shps, do his 
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Form 44 — Simple account analysis form 


bookkeeping for him, and afford him the convenience of a 
checking account without being reimbursed m some form 
or other for actual expenses, any more than the butcher 
should sell him meat for less than cost. 

The large bank can afford to deal rigidly with small 
customers, for, having attained considerable size and a 
certain degree of independence, it can serve its own 
interests best by catering more exclusively to larger 
business. But the smaller institution is less often able to 
handle such accounts arbitrarily. 
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The small bank which operates a savings or safe 
deposit department, or does an insurance or investment 
business, may occasionally place a small customer’s 
business relations on a paying basis by constant cultiva- 
tion. This often is the only possible procedure. Turn- 
ing his attention from small accounts to larger ones, the 
banker may be surprised to learn that a few of those he 
valued most highly are not so profitable as he thought. 
It is in seeking out such accounts that an analysis is of 
great service, for in many instances the causes which 
make the large account unprofitable may, by tactful 
methods, be removed. Look out for the customer 
who: 

1. Deposits checks which require from one to four or 
more days for collection, and checks against the balance 
thus built up before the proceeds are available. 

2. Requires the bank to keep cash on hand to meet his 
payroll needs, 

3. Receives from the bank expensive check books — 
often printed for his individual use — or great numbers of 
pay roll checks. 

4. Asks the bank to remain open after business hours 
and keep additional currency on hand to cash pay checks 
for his employees. 

5. Deposits currency and sends large checks out of 
town, thereby necessitating continual shipments of cash 
on the part of the bank to restore balances with corre- 
spondents or the Federal reserve bank. 

6. Deposits numerous sight drafts on individuals m 
other cities, which require separate mailing and incur con- 
siderable postage and stationery expense. 

7. Discounts his customers’ notes with the bank. 

8. Continually stops payment on his checks, laying the 
bank liable m case of inadvertence on the part of a 
bookkeeper. 
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The above do not, with the exception of checking 
against uncollected funds, necessarily constitute things a 
customer shouldn’t do, nor is it intended to imply that 
they invariably result m losses to the bank But they 
are services which the customer should adequately pay 
for with a respectable balance, the bank has a right to 
expect and demand that he pay for them. 

A form such as illustrated, is all that is needed for a 
simple and comparatively accurate analysis of an 
account. This form provides lines for the principal 
items and allows space for additional calculations and 
corollary remarks. 

Book Balance vs. Float . — The manufacturer with an 
out-of-town market, the grocer, the insurance agent, the 
wholesale produce company, the merchant in a neighbor- 
ing towm — in fact, any customers who make frequent 
deposits of checks — may be drawing against their 
uncollected items, or float In determining whether or 
not this is the case the first step is to provide a schedule 
of time outstanding which will be applicable to items on 
various points. Checks on other banks m the same town, 
when deposited too late for clearings, should be subject 
to a one-day deduction; deductions for out-of-town 
items should be based on the Federal reserve bank’s 
schedule of deferred availability (plus one day, transit 
time to Federal reserve city) if the analyzing bank is a 
member, or the actual time required through the agencies 
employed, if the bank is not. 

When the deposit of a customer whose account is under 
analysis is received, the teller, or whoever accepts it, may 
mark with his pencil opposite each item as listed, the 
number of days it should be outstanding according to the 
schedule. For convenience small items of the general 
run may be included arbitrarily in the one-, two-, and four- 
day groups (whichever is most conect) and posted 
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m the proper columns in the schedule. Larger items can 
be posted into the two columns which together equal the 
proper number of days. 

The necessary daily posting having been done, the 
columns should be totaled at the end of the month and 
the amounts carried into the summary and reduced to a 
one-day basis as illustrated. Likewise, the book balances 
shown at the close of each day’s business should be posted 
into the column provided for the purpose, and, at the close 
of the month, totaled. Dividing the amounts by the 
number of days in the month will produce, respectively, 
the average daily float and the average daily balance 
The difference between these will be the net balance or 
the net overdraft. 

It will be noticed m the illustration that, over the 
entire month, the Excelsior Manufacturing Company’s 
float exceeded its balance by six hundred seventy-five 
dollars. No doubt on some days the overdraft was even 
greater, but the method of computing net balances 
daily is so complicated that it will be omitted from this 
discussion. At any rate, the account is unprofitable 

Reserves . — The overdraft shown by the first operation 
is not, however, the entire deficit. Although fictitious, 
the book balance of $557 calls for a 7 per cent reserve 
with the Federal leserve bank, and business require- 
ments necessitate an equal or greater amount in cash 
and with correspondents. If the analyzing bank is not a 
member of the Federal Reserve System, the state law 
provides for a larger reserve. Each institution may 
determine its true reserve percentage by dividing all 
its cash on hand and balances with other banks by the 
total of its demand deposits. 

So an additional $84 is added to the deficit, making a 
total of $759. This, at 6 per cent, would cost the bank 
$3.79 per month, or represent an annual loss of $45.48. 
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Miscellaneous Considerations. Pay Roll Accounts . — 
Any surplus cash -which is held to meet the needs of a 
customer for his pay roll should be given consideration 
m the analysis, and interest computed at the current 
rate on the proper amount for the time the money is held. 
If any shipping expenses are incurred, the}', also, should 
be added. 

Stationery. — It should be needless to say that customers 
who receive considerable quantities of checks, deposit 
slips, customers’ notes, sight drafts, com wrappers, etc., 
gratis from the bank should be charged in the analysis 
for the cost of such supplies. It is not necessary to devise 
an elaborate system to keep a record of all check books 
and other stationery given out; only the more important 
items need be considered. 

Accommodation Services — Staving open in the evening 
to cash pay checks often results in acquiring new savings 
accounts and is usually worth while, but handling sight 
drafts, issuing exchange without chaige, acting as collec- 
tion agent, holding securities for safekeeping, and fur- 
nishing rooms for stockholders’ and directors’ meetings 
are services for which a customer should maintain a 
commensurate balance. 

Activity of Accounts — In this analysis no attention has 
been paid activity, as in the ordinary small bank it is 
difficult to so allocate expenses that "per item” figures 
have much importance. Any bank which cares to do so, 
however, might count a large customer’s checks and 
charge them up to him in the analysis at a nominal figure, 
say one cent each. Extreme activity, while it may not 
occasion additional expense for the bank, may be used as 
a talking point in convincing a depositor he should carry 
a larger balance. 

The Customer Who Draws Checks m Anticipation of 
Deposits. — Such a practice, while it may not result in an 

35 
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immediate actual loss to the bank, is nevertheless a 
warning that the customer is a dangerous one. From the 
habit of covering checks the day they are due for pie- 
sentation often springs wilful manipulation, or “kiting ” 
Account analysis should prove interesting as well as 
profitable to the small banker, for it will enable him to 
know just who his best customers are, and encourage 
him to cultivate the business of those whose relationships 
can admit of improvement In the average bank the 
method outlined above should not require more than a 
few minutes of a clerk’s time daily, and slightly more 
than an hour at the end of the month. 
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AUDITS AND EXAMINATIONS 

The primary purpose of a bank audit is to have an 
internal control of all the operations of the bank. In 
all banks of considerable size there is an auditor who 
is charged with this control and who checks the work 
of the various departments or employees in order to 
keep the work in a high state of accuracy and to have a 
continuous conti ol over the assets and liabilities. The 
auditor verifies what other men have done, and should 
be able to detect any 11 regularities before they have 
become acute. He is a continuous examiner. 

The purpose of an examination is to appraise and 
verify all the assets and liabilities at a stated time The 
examination is pei iodic; the audit is continuous. The 
auditing is done by the bank’s own officers; the examin- 
ing is done by a committee of directors, the public 
authorities and chartered accountants 

The bank force knows that their work is being con- 
stantly supervised; they also know that examinations 
will be made, but the exact time is uncertain. There is, 
therefore, a control from within the bank and a control 
from without, the result being to keep the bank at 
all times within the law, and the operations regular, 
accurate and safe. An auditor should detect any irreg- 
ularities promptly and check them; while an examina- 
tion is not so exacting or intensive. Nothing should 
escape an audit; while irregularities might be over- 
looked in an examination 
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The Auditor. — There is in all large banks an auditing 
department m charge of a head auditor or comptroller 
He controls the bookkeeping system of the whole bank. 
Under him are the general bookkeepers who keep the 
controlling books. Through his hands pass the work of 
the various departments day by day. He keeps a 
separate control over them from without as the depart- 
ment head keeps control from within. With a force of 
assistant auditors he checks the work of each depart- 
ment as it is reported to him. He will pass out the 
cashier’s checks to the various departments and require 
an accounting for their use. He audits the bills of the 
bank before and after payment. He signs requisitions 
for supplies At frequent intervals he will examine each 
department by his own men, and not only check up their 
work, but ascertain that the bank has in its possession 
the various assets as called for by the statement. Thus, 
he will audit the loans and prove the books of the depart- 
ment to be in agreement with the books of control. He 
will examine the securities and prove them with the 
security record. He will examine the securities held for 
clients and satisfy himself that all are duly in hand or 
accounted for. In short, he is a continuous supervisor, 
and more, a continuous auditor, checking, checking and 
checking, all that the bank does, with no thought in 
mind other than that the bank employees must account 
for all they have done. Eternal vigilance is the price of 
banking safety. 

Inasmuch as the auditor must intelligently examine 
every department of the bank, it follows that he should be 
famihar with every aspect of bank routine. As a rule he 
is one who has passed through the various departments 
of the bank and become famihar with their workings 
He must therefore have an accounting mind, and be 
able to analyze, detect, and follow clues to conclusions. 
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He is responsible for the detection of frauds imposed upon 
the bank, errors m the work and irregularities which 
may grow into serious proportions. The duties of the 
auditor may be divided into two general classes: (a) Those 
of daily audit, and (&) those of periodical summation, 
such as in reports to supervising officers, the public and 
the board of directors. Included m division (a) are 
the periodical audits of the various departments. More 
specifically the auditor has charge of the following 
verifications: 

Verification of income. 

Reconcilements with other banks 
Reconcilements with customers. 

Adjustment of errors in the books 
Compilation of reports as called for. 

Statistical information concerning the bank’s opera- 
tions. 

Audit of all cashier’s checks and like instruments 
obligating the bank as drawer or acceptor 
Overdrafts. 

Checking of messages in code. 

Checking of currency shipments 
Verification of certificates of deposit issued 
Verification of certified checks. 

Verification of letters of credit issued and banker’s 
acceptances made. 

Filing of the bank’s old records and their ultimate 
disposition. 

Audit of all expenses incurred 
Audit of bills paid. 

Requisitions for supplies 
Verification of all deposit liabilities 

Parts of the above may be delegated to those outside 
the auditor’s department, but in the final analysis the 
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auditor must pass upon, the transactions as they go 
through the bank. 

Verification of Income. — The verification of income 
is accomplished by checking the amounts received as 
discount into the general ledger or journal sheets. It is 
obvious that if a customer is charged a certain amount 
as discount on a note, if the amount is shown on the daily 
receipts, and is carried to the income account, the bank 
has received the funds. For a close audit the discount 
on all notes should be checked in this manner. The 
interest on loans, securities, mortgages, etc., are likewise 
checked into the journal and thence into the ledger. 
The fact that an account is credited with interest received 
by no means makes it certain that the bank has received 
the amount. It should be checked back from the ledger 
account into income, through the cash receipts, or vice 
versa. 

The principle of accounting to be here observed is 
that a bank may be defrauded by the withholding of a 
cash receipt and at the same time credit the debtoi’s 
account as having paid it. The bank should receive 
what it earns and what it earns must pass into the assets 

Some banks at the begining of a period charge up what 
the bank will earn during the coming period on bonds, 
mortgages, etc., and require the collecting officers to 
account for the amount as receipts; but only a large 
abstraction would respond to this audit and the better 
way is to check the individual items. 

Reconcilements with Other Banks. — In dealing with 
other banks, monthly statements are rendered. These 
are checked by the correspondent banks and verification 
is returned. On account of the frequency of transactions 
on such accounts, there will always be checks outstanding 
that must be taken into account, in the same manner as 
outstanding checks are accounted for m balancing a 
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private check book with the bank’s statement or 
balanced pass book. Correspondent banks draw checks 
in large numbers, and such accounts are most active. 
There are also daily credits to the correspondents’ 
accounts arising from such transactions as: Notes, 
acceptances, etc., collected and credited, coupons col- 
lected and credited, maturing securities, loans called for 
correspondent’s account, interest on daily balances, 
together with the daily remittances of checks for credit 
and collection. As charges there will be returned items, 
loans made for correspondent’s account, protest fees, 
exchange, letters of credit issued, foreign exchange 
issued, interest on loans made to the bank, currency 
shipments, and other charges. 

Daily debit and credit tickets will be sent by mail, 
from and to the bank, and the monthly reconcilements 
will show up any missing entries on either side. 

Customer’s Reconcilements. — Whether the bank be 
large or small, it is essential that the periodical state- 
ments rendered to customers be reconciled. Where the 
pass book is balanced, the balance as shown by the book 
is compared with the ledger and initialed by the auditor; 
or, a slip may be enclosed with the book and vouchers, 
to be signed and returned by the customer. A record of 
these returns is kept so that should any question subse- 
quently arise the bank will have some proof of the recon- 
ciliation. Where the statement system is used, there 
will be a form enclosed with the statement, or a part 
thereof, to be signed by the customer and returned. 
In this he acknowledges the receipt of the vouchers and 
certifies to the correctness of the balance. A careful 
checking of these returns should be made so that the 
bank may have in its records evidence of having returned 
the vouchers and that they have been examined and 
found correct up to a certain date If the returns are 
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not forthcoming promptly, letters are sent out requesting 
attention to the reconcilement Any errors reported 
are adjusted through debit or credit tickets properly 
initialed. It is important that the one signing the 
verification be authorized to do so, otherwise the bank 
may be liable to the principal on the ground that the 
reconcilement was unauthorized and did not bind him. 

In many cases where the bank account is the medium 
through which a fraud is perpetrated against the bank 
and the bank’s depositor, the guilty one reconciles the 
bank statement and certifies to its correctness. Caution 
suggests that the verification should be over the signature 
of the principal and not his agent or servant. The usual 
lule is that if no errors are reported within a given period 
the account is considered as correct; and in some juris- 
dictions any claim against a bank as for forgery or altera- 
tion must be made within a given time or the right of 
redress against the bank is lost. 

The rule in New York is that a claim against a bank for 
raised, forged or otherwise irregular payments must be 
made within a year from the date of return of vouchers, 
otherwise the bank is not liable (Negotiable Instru- 
ments Law, Sec. 326.) 

Adjustments. — In all banks there are many adjust- 
ments with customers. These arise by virtue of errors 
for and against the bank, “blind” checks, errors m 
posting, lost vouchers, disputed charges, protest fees 
refunded, checks lost m transit, etc. Banks do not 
quarrel with their customers and generally give them 
the benefit of the doubt. In some cases there is no proof 
as to who was in error. For instance, a bank in New 
York reported to its correspondent that a package of 
money was short. It consisted of soiled bills. There 
was no proof that the particular package came from the 
bank m question, except that it deposited a large amount 
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on that date m mutilated and soiled bills. The coire- 
spondent bank naturally refused to accept the proof, as it 
was not conclusive. The auditor would, in such a case, 
make an investigation and authorize an adjustment 
charge. Many small matters must be adjusted daily 
through the books, not the least being overs and shorts in 
the cash. Protest fees are frequently the cause of much 
complaint on the part of customers, and banks frequently 
absorb these fees rather than offend a client. Interest 
adjustments constitute a frequent use of the adjustment 
account. 

Cashier’s Checks. — Cashier’s checks are used in large 
numbers. They are issued in various departments and 
for various purposes. It follows that they must be 
signed by different officers if the work is to move rapidly. 
Each officer authorized to sign is given a book or package 
of such blanks and the department is often designated by 
a letter preceding the number. The stubs constitute 
the charge tickets and these are turned in to the book- 
keeper for proper entry. As the checks are returned for 
payment they are checked against the stubs for correct- 
ness. Each officer is charged with the numbers allotted 
to him, and upon an audit the unused checks must be m 
hand. 

Certified Checks. — The bank’s obligation on certified 
checks is examined at frequent intervals, and the out- 
standing certified checks as shown by the certification 
book must tally with the general ledger. 

Certificates of Balance. — On public deposits and also 
those of certain concerns, a monthly certificate of 
balance is required. This is also the case where an 
examination is being made of a firm’s books by an 
accountant. Such verifications are made up in the 
proper department and checked by the auditor before 
sending out the letters. 
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Reports. — Reports are frequently required m banks. 
These requests come from the supervising authorities, 
the clearing house, Federal reserve bank, etc. Such 
reports are regular and special. The regular reports are 
made upon call and the special reports, weekly, monthly 


The balance m this bank to the ciedit ot 


, 19 


at the clot>e ot business this 


day was $ 


Vexy tiuly joins, 

COMMERCIAL BANK 


Form 45 — Ceitificate of balance 


or upon call. The special reports cover loans, average 
reserve, deposits, etc., for compilation purposes and for 
publishing in daily press. 

Code Messages. — Banks receive many messages by 
cable and telegraph in code. Such messages involve the 
payment of money, extension of credit, advices and 
general information. It is essential that they be 
correctly coded, both in receiving and sending. In 
many banks a code department is operated which 
verifies all incoming and outgoing messages m code. 

Purchase and Sale of Securities. — In purchasing and 
selling securities the prices paid or the funds received 
are checked against advices from the securities depart- 
ment as to the terms of purchase or sale. The invoices 
are checked for computation of interest and bond prices, 
when the transaction is based upon income rate. 
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Safeguarding Securities Held for Clients. — To put 

into successful operation a system for safeguarding 
receipt and delivery of securities, it is necessary to 
operate a control through the auditing department 
This is estabhshed by an examination and check to 
the security or investment ledgers, and a balance taken 
of the aggregate amount of securities. 

The securities will then move through the operation 
of “Received” and “Delivered” tickets to be used in 
triplicate form and numbered, a space being provided 
for the signatures on the original of the person posting 
to the account on the security or investment ledger, and 
on the first carbon, or vault ticket, the signatures of 
the vault custodian and the person m charge of depositing 
or withdrawing securities, the third copy being used foi 
posting entries into subsidiary records 

The form of security or investment ledger to be used 
should provide for debit, credit and balance columns. 
On all securities received the entries should be posted 
to the credit column. When distributions, sales, etc., 
are made the entries should be made in the debit column. 
The balance on hand of each separate item on the account 
should be carried in the balance column and this balance 
should be altered whenever there is a change in the 
position of the respective securities carried m the 
accounts. 

The balance column should be footed and the footings 
altered with each transaction so that if in the respective 
accounts the totals were aggregated at the close of 
the day’s business the result would reflect the total 
balances, and the amount agree with the balance of 
auditor’s control account. 

As the securities or investment ledgers will show 
the amount of securities held, the installation of a 
master index, showing the securities and what customers 
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own them, and which works in opposition to the securi- 
ties or investment ledgers, being posted, proved and 
balanced with controlling account each day, is of great 
value in locating any certain securities in the various 
accounts. 

When a hst of securities has been received a copy of 
the list is retained by the auditing department to be 
compared with the vault ticket depositing securities 
m the vault. The securities are passed on to the securi- 
ties department where they are examined and entered 
on securities received tickets in detail. - The original, 
or bookkeeper’s ticket, is routed to the clerk who enters 
it on the security ledger, signs and deposits it in the 
auditor’s lock box. 

The first carbon of the vault ticket accompanies 
the securities to the vault where they are signed in by the 
vault custodian and the person m charge of depositing 
them. This vault ticket is also deposited m the auditor’s 
lock box m the vault department. They are collected 
each day by the auditor, who sees that he receives a 
completed set of tickets. 

When securities are received under letters of attorney 
and deeds of trust, a carbon of the list of securities so 
received, properly signed by the receiving official of 
the bank is dehvered to the auditor for the purpose 
of verification, with the securities received ticket. 

When securities are purchased for accounts of trusts 
and not received until later, in order that the security or 
investment ledgers may reflect the correct balance of secur- 
ities at all times, the securities tickets are made at the same 
time as the order for the check. The original is passed on to 
the bookkeeper for entry on security or investment ledgers, 
but as there are no securities to accompany it, the vault 
ticket is placed in the respective trust envelope and held 
there until the actual security is received. The auditor, 
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lacking the vault ticket, will follow the transaction 
daily until the securities are received, at which time 
the vault ticket will be signed and deposited m the lock 
box, thus completing the open transaction m the audit- 
ing department. 

Securities removed from the vault for peimanent 
delivery are entered on securities deliveied tickets and 
routed the same as the securities received tickets, except 
they are signed out by the vault custodian and the person 
authorized to withdraw them. 

Where securities are sold the auditor checks the entry 
in the cash book against the delivery ticket, and in case 
of distribution, a hst of the securities is sent out for 
verification, to be returned over the signature of the person 
receiving them, in special auditor's envelopes. 

When the day’s tickets of securities received and 
delivered are collected by the auditor, a settlement is 
made against his controlling account, and by comparison 
with the bookkeeper, he proves the security of investment 
ledgers to be in agreement with the auditor’s control 
each day. 

In the case of withdrawal of securities for transfer 01 
other temporary purposes a temporary withdrawal 
ticket takes the place of a permanent withdrawal ticket, 
and does not require a book entry. This is in duplicate 
the original advising the auditor of the transaction, 
who verifies by correspondence the proper delivery, 
the carbon, or vault ticket, being held in the place of 
the securities until they are again lodged m the vault, 
w r hen it is released and completes the transaction m the 
auditor’s binder. This ticket also provides for sig- 
natures for withdrawal and for redeposit m the vault 

It is extremely important that the securities depart- 
ment where the securities are lodged preparatory to 
placmg them m the vault, should be caged in and kept 
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entirely apart from the cash and records of the depart- 
ment and only entered by those m charge 1 

Where the securities are in the form of coupon bonds, 
the coupons are cut as they fall due, the income tax 
blanks filled out by the bank, and collected and credited 
with advice to the owner. 

Securities taken out from the holdings for any purpose 
should have proper withdrawal tickets substituted foi 
the securities and the withdrawn securities are sometimes 
entered m a temporary withdrawal record, showmg 
the disposition of the same until leturned permanently 
to the files. 

Securities held permanently foi safe keeping should 
have a power of attorney lodged with the bank to exe- 
cute the income tax certificates thus making the bank 
the authorized agent to sign these shps. 

Letters of Credit. — In issuing letters of credit, the 
carbon forms made at the time of issue constitute the 
auditor’s proof and from these the proper entries are 
made in the books of record. In such issues the bank 
incurs an obligation, and there must be an offsetting 
charge to balance the account. If cash were paid, the 
cash account would be charged, if a check were used it 
would constitute a charge against the customer’s account, 
or if on another bank, would be equivalent to a cash 
payment. 

In making an acceptance the bank incurs an obligation, 
and for so doing it must receive an asset in some form. 
The auditor must see that the bank receives something 
to offset the obligation entered into. In short, no obliga- 
tion in the form of cashier’s check, letter of credit, or 
acceptance may be incurred without the corresponding 
receipt of value. 

1 Edgar E Daniels, Auditor, Fidelity Trust Co , Philadelphia 
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Cash Letters. — In sending out checks for collection it is 
essential that their receipt be promptly acknowledged. 
Many banks are now enclosing blank forms to be signed 
by the receiving bank and returned. These cards should 
be checked against the charge m the books, or upon special 
records, so that the receipt of all cash letters shall be 
promptly known. Missing letters may then be quickly 
traced, otherwise several days might elapse before the 
matter would be brought to the attention of the bank 
officials. Where the letter requires a prompt remittance, 
acknowledgment is not necessary, the remittance being 
sufficient. If, however, it does not come to hand 
promptly, a tracer should immediately be sent out 

Payment of Coupons.- — In paying coupons a bank 
receives the funds from the debtor company and credits 
the account representing the transaction As coupons 
are presented they are charged by tickets. The coupons 
are cancelled and forwarded to the paying company at 
stated times The coupons so returned are checked with 
the charge tickets. Record is kept in a register of the 
coupons paid, and the coupons may be delivered to the 
auditing department for checking before bemg returned 
to the issuing company. 

Currency Shipments. — All currency shipments are 
carefully checked. As the packages are sent out by 
express or registered mail insured, the contents are 
carefully counted, record made of their despatch certified 
by two men, the delivery to the post office or express 
office attested, and a record made of all such shipments in 
a proper record. The receipts at the destination are 
checked against the outgoing records, so that all such 
shipments are followed from their despatch to their 
receipt by the consignee 

Deposit Liabilities. — All deposit liabilities of the bank 
are proven by “run ups” of the various ledgers, savings 
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cards, Christmas Club account, certificate of deposit 
book, etc. In the savings department the books are 
compared with the ledger accounts during a length of 
time sufficient to detect any irregularity in these accounts. 
The verification of the balanced pass books and state- 
ments rendered will act as a check upon the current 
accounts with checking customers. (The complete 
proof of liabilities will follow the plan outlined undei 
examinations.) 

Auditing the Bank’s Expenses. — The auditor is 
charged with verification of the bank’s expense account. 
He authorizes the payment of all expenses, or audits the 
accounts after being authenticated and paid by the 
expense department, if such there be. Postage stamps 
are bought in quantities and delivered upon requisition. 
Each department using the same is charged with the 
amount so used; but generally all mail goes out of the 
mail department, and stamps are thus used in but one 
department of the bank. The stamps are delivered to 
the mail teller upon requisition, and the amount used 
each day is ascertained. The mail teller must account 
for unused stamps and the stamps in the auditor’s depart- 
ment are proven at stated times. The bank has the 
same control over postage stamps as over cash, and all 
such must be accounted for as having been used or m 
stock. 

Old Records. — Inasmuch as a bank is often called 
upon to trace transactions several years old, it becomes 
necessary that all books and records be so filed as to be 
readily accessible. Some banks have their own storage 
vaults and others hire space in a storage warehouse 
The old records and books are filed in such form as to be 
qmckly gotten at for future use. Correspondence is 
filed by years and subjects, deposit tickets by dates or 
names, cashier’s checks by number, and the books of 
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record under their proper classification. A well-managed 
bank can in a short time locate any transaction that 
passed through its hands and produce the original entries. 
After due lapse of time the non-essential records may 
be destroyed. Thus the correspondence with other 
banks in routine matters may be kept for a year after 
reconciliation of accounts, but deposit tickets should 
be kept much longer and books of account for a con- 
siderable period of time — ten years or longer — and the 
corporate records should never be destroyed. These 
are the minute books, stock ledgers and transfer 
books. 

In making an audit of the various departments, the 
auditor will go through the same process as a bank 
examiner. The difference lies in the fact that the audi- 
tor will make an examination of various departments at 
various times while the bank examiner examines the 
whole bank at the same time — a task quite impossible 
for the auditor who has a multitude of daily matters to 
give attention. This complete examination is now per- 
formed in many banks by public accountants who make a 
complete audit and examination under the direction of 
the board of directors, whose examination they supplant. 
In many cases the public accountants make an audit 
and an examination as distinguished from an examination. 
The former consists in a complete checking of the daily 
work for the period covered, while the examination 
includes only an appraisal of what the bank owns and 
what it owes. An examination is in no sense an audit, 
while an audit may be both an audit and an examination. 

Bank Examinations. — In the conduct of banking it 
has been found necessary to have frequent examinations, 
made by public examiners who have no interest in the 
bank. The law so requires and good banking so demands. 
The purpose of such examinations is: 

36 
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(a) To have an independent and complete audit of the 
affairs of the bank. 

(b) To keep the bank within the law. 

(c) To suggest such changes m methods and systems as 
shall make for better efficiency and more complete control 

(d) To have an outside appraisal of loans and inde- 
pendent tests of their quality. 

(e) To detect irregularities. 

In the National Banking System it is required that the 
bank be examined twice a year by national bank 
examiners. In state banking systems, the same require- 
ment is m force m many states, these examinations being 
made by state examiners. In some clearing house cities 
the clearing house has its own force of examiners who 
examine the member banks, and the Federal reserve 
banks also have a corps of examiners who examine mem- 
ber banks. It is also required that the board of directors 
examine the bank once or twice a year and report their 
findings to the supervising authorities. In some cases 
this is inefficiently done and no special forms are 
required; but m New York State, special examination 
schedules are provided for all bank and trust com- 
panies under state supervision, and these must be closely 
followed. It is permissible to substitute for the direc- 
tors’ examination, an audit made by a firm of public 
accountants; and there are many such firms now m the 
field, who make thorough and exhaustive examinations. 

The Bank Examiner. — The field of bank examiner has 
attracted many brilliant minds It offers a wide experi- 
ence, in that the examiner absorbs ideas from many 
sources, and gets a broad viewpoint of banking practice 
He also learns to recognize names of borrowers and 
comes to know their condition. It is the training school 
from which graduate many of our best and most success- 
ful bank officials It is a most valuable education. 
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That examiner succeeds m the highest sense who 
appreciates the fact that an honorable banker invites 
the closest inquiry into the conduct of his bank. He has 
nothing to conceal. He invites constructive criticism, 
but he abhors unjust fault finding. He is anxious to 
improve the system and welcomes suggestions for the 
betterment of the work. 

Qualities of an Examiner. — A bank examiner should 
have certain fundamental qualities in order to fit him 
for this work. Aside from integrity of character, which 
is indispensable, he must have a thorough knowledge 
of accounting, particularly as applied to banking. He 
should have had bank experience m order to give him 
the banker’s viewpoint, particularly in legard to loans 
He must know the routine of bank work and how the 
various operations are carried on. He must know the 
law of commercial paper. He must know the statute 
law of the state, if a state employee, and the National 
Banking Act and the Federal Statutes, if a national 
examiner. He must know credits and security values. 
He must have a good memory for names, thus allowing 
him to connect the loans m one bank with those in 
another, if such connection exists He must be forceful, 
tactful, discreet, and diplomatic. He must be able to 
gain quickly the good will of the bankers and at the same 
time hold their respect. 

Causes of Bank Failures. — The history of national 
bank failures m the United States proves conclusively 
that banks are wrecked through two fundamental causes, 
namely, one-man control and defalcation. The former 
cause is the most prevalent. In the one-man bank the 
dominant figure is in position to dictate the loan policy 
of the bank. He is usually interested m several firms 
or corporations to the extent that the interwoven inter- 
ests center around himself. Any untoward happening 
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in one concern affects all. It is a case of a wheel within 
a wheel with all its attendant dangers. 

The controlling party borrows from his own bank, m 
his own name, all the law permits. He borrows the 
legal limit in the name of various companies. He also 
borrows in the names of dummies. Such borrowings 
have frequently been found to have been larger than the 
capital and surplus of the bank, and in many cases a 
considerable part of the total assets have been in loans 
to such affiliated interests. The amounts which have 
been loaned by banks to such an association of interests 
are scarcely believable, and the wonder is that the 
directors could sit idly by and see their positions jeopar- 
dized and the interests of the depositors imperilled by 
such a process. The collapse of the house of cards has 
brought about the failure of the bank, and then it became 
publicly known that the operator was so heavily involved 
that his failure meant rum to the bank 

The basic reason for thus allowing the assets to be 
concentrated in one line of loans would no doubt be found 
to be faith in the man and ignorance of his real condition. 
It is quite possible for a board of directors to implicitly 
trust and believe in one of their associates, and to 
innocently risk their good name through association with 
him. The law does not excuse such blind faith and 
charges directors with liability for such acts as by their 
actual or tacit consent bring losses to the bank. 

In examining a bank, the examiner cannot know these 
interlocking relationships unless he makes careful inquiry 
into the setting of every loan. In order to detect and 
correct such a condition, he must analyze every loan in 
the bank, and ascertain the relationship, if any, of 
the one man to the loan in question. He may trace 
the proceeds of dummy loans into the possession of the 
central power; but such a close inquiry is only possible 



AUDITS AND EXAMINATIONS 


565 


when ample time is devoted to this detective work. 
And where the examiner finds that the bank is a one 
man bank, he should make this inquiry at whatever 
cost of time and effort it may require. He cannot make 
a safe examination otherwise. 

In the matter of defalcations, it is a battle of wits. 
The perpetrator of the fraud carefully devises his plan 
and constantly watches its operation. He lives with 
his crime. In the many ways that are open to fraud, it 
is obviously impossible for an examiner in a few days 
to uncover what a man, as clever as himself, has taken 
months if not years to conceal. Many of the bank 
frauds have been uncovered by mere chance, and here 
the detective instinct of the examiner comes into play 
to scent danger. It is, of course, possible to check 
everything pertaining to a bank’s operations and to verify 
every asset and every liability; but in the time allotted 
to such work on the part of an examiner, he cannot 
possibly cover such a detailed investigation. 

Bank examiners have been publicly reprimanded and 
dismissed from the service for not having discovered 
irregularities in banks examined by them. But in the 
nature of things, the examiner making a periodical audit 
of a bank, and who is presumed to do the work in a given 
time, cannot make such a thorough test as will uncover a 
carefully planned abstraction. He is essentially an 
examiner and an appraiser. He cannot be an examiner, 
an investigator and a detective at the same time. 

It is rare that a bank is forced to close its doors on 
account of losses suddenly taken. The process is slow, 
whether it be in the matter of loans or abstractions. 
Where the losses are the result of overloaning to one 
interest, it will be found that the loans are not made at 
a single time, as a rule, but that they have assumed 
dangerous proportions, gradually, as the needs of the 
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borrower became pressing. It is possible for an 
examiner to check such loan expansion in time to pre- 
vent future complications, if he is able to put together 
the various loans in various names and make a complete 
picture; otherwise he will be misled into believing 
that soundness exists where danger lurks unseen and 
disguised in the form of dummy and indirect loans 
Many banks have been reconditioned by a drastic process 
of liquidation forced upon the bank by the supervising 
authorities. By taking the matter m hand soon enough 
the directors have been saved from their own folly and 
the depositors saved from unwarranted losses. 

The discovery of bank abstractions as a rule discloses 
the irregularities to have been spread over a period of 
time, often a number of years. The dishonesty may be 
said to have been cumulative, small at first and growing 
larger as the necessity became more acute and the 
dishonesty remained undiscovered 

Such irregularities are easily hidden from the exammei , 
who cannot delve deeply into the daily work of the bank, 
but as a general proposition they would have been 
discovered m their infancy had a proper scheme of audit 
and control been m force to check the daily operations 
The looseness of method in many banks has proven to 
be an invitation to dishonesty 

There are certain fundamental rules of bank audit 
that would, m a large measure, prevent bank embezzle- 
ments. At least the enforcement of these rules would 
detect dishonest practices at their inception Among 
these rules may be cited the following 

1 Those who have custody of securities should not 
keep the controlling records. 

2 The officers who draw cashier’s checks, and"other 
instruments of like character, should not reconcile the 
accounts with these liabilities 
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3. The bank leconcilements should not be made by 
the bookkeeper who works on the general ledgei. 

4. The pass books as balanced should be verified by 
one independent of the bookkeeping staff and tellers. 

o Pass books in the savings department should be 
verified by an independent auditor and should not be 
done by the tellers 

6. Incoming remittance letters should be checked by 
various clerks m rotation and not left to one man con- 
tinuously. 

7 The work of the various clerks should be changed 
about frequently and for a time sufficient to allow anj r 
irregularities to be detected 

8 Vacations should be insisted upon. 

9 The work of the bank should be so planned that 
one man does not have control over two interwoven 
processes so that he ceitifies to his own work. Tor 
instance, if one of the officers is the treasurer of an organi- 
zation, he should not be allowed to certify to the balance 
due the organization himself. He cannot safely act m 
two capacities at the same time. 

In many banks it is not permissible for an officer or 
employee to have a personal account in his own bank. 
This prevents any manipulation of the account for 
irregular purposes. It is not possible, however, to 
prevent an officer or employee from operating through 
an account over which he has control This danger 
may be minimized by preventing such officers or em- 
ployees from carrying accounts as executor, treasurer, 
etc., but would not prevent improper use of an account 
with which he had no direct connection. One of the 
largest defalcations on record was carried on for years 
by a bank official making charges to a large account 
over which he had control. Before submitting the 
statement to the principal, the balance would be altered 
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to show the correct amount due, thus deceiving the 
principal. But such cases are uncommon. Only a 
direct reconcilement will prevent such practices. 

Assets such as securities, mortgages, etc., may be 
proven by their possession. Bonds are easily verified 
by count, and mortgages by the papers, properly recorded. 
There is only a remote possibility that a mortgage may 
be forged and this form of embezzlement is very rare. 
Assets in the form of rights to collect money, such as prom- 
issory notes, may be verified — not by the possession 
of the notes, which may be forged, but by communica- 
tion with the borrower. This is an absolute check. 
Any debt due to the bank may be verified through the debtor. 

Liabilities can never be absolutely verified from the books 
and should be proven by a check from without. It may 
be accepted as a safe rule to follow that the creditors 
(depositors) will know how much is due them from the 
bank. Therefore an audit of the deposit accounts by 
comparison of pass books in the savings department, 
and by a verification of the statements rendered in the 
checking department will, if properly made, detect 
manipulation of the deposit accounts. Certificates of 
deposit also respond to this method of audit. Securities 
for safe keeping and collateral held in loans may be 
verified by communicating with the customer. Defalca- 
tions may occur in spite of the foregoing tests, but they 
could not long continue. Such a detailed audit cannot 
possibly be made by an examiner, but devolves upon the 
directors. Many banks have this done at the periodical 
examinations made by public accountants, and these 
auditors as a rule make such verifications as a part of 
their auditing process. Bank defalcations are usually 
performed by trusted men in whom the directors have 
the utmost confidence. This confidence results in a lack 
of proper audit, thus opening the door to theft. Any 
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honest bank official welcomes such a test of the bank’s 
affairs, since it proves his position; and any dishonest one 
knows that he cannot pass such a test. Therefore it 
behooves the bank directors to insist that a complete 
audit of the bank’s affau’s shall be made at least yearly 
as a matter of protection to themselves and the depositors 
and as a proof of the officials’ integrity 

The Course of an Examination. — Bank examinations 
are made without previous notice. While made, with 
more or less regularity, so that the approximate time may 
be anticipated, it often happens that the examiner will 
be ahead of his schedule; and sometimes behind it. 

Usually the examiner appears before the work of the 
day, but sometimes at the close. He proceeds as follows: 

1. Control of Assets . — All compartments holding cash, 
securities, collateral, securities for safe keeping, loans, 
note files, etc., are sealed. This prevents any tampering 
with the assets, or any handling without the examiner’s 
consent. The examining force should be large enough to 
make a quick proof of the work, in order not to retard the 
work of the clerks, and also to make the work of proving 
the more expeditious, on account of the numerous entries 
that must go through the work day by day. A "run up ” 
of a ledger can be made much easier as of today, if it is 
done today. Tomorrow we have many items to elimi- 
nate and many to include. 

2. Cash . — Cash is counted. First the counter cash, 
then the vault cash. Many examiners do not count 
silver in bags, if properly sealed; nor do they count every 
bill in the small packages. They may run through a 
package casually, counting an occasional package in full, 
on the theory that if irregularities exist, the amount 
could not be large in the silver and small bills. This is a 
matter for individual decision. Packages of $5 bills 
and upward are counted in full. 
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3. Cash Items . — Cash items are examined and only 
those properly m the work are permitted. Of such 
would be the petty expense account for a short period, 
checks for the next day’s clearings (which are proved and 
examined) and such items as, for instance, Liberty 
bond coupons, and Liberty bonds bought from customers 
for immediate sale. But no “I 0 U’s,” or checks of 
any kind that have been cashed as an accommodation to 
anyone, should be permitted The cash must be ‘ 1 clean. ” 
Cash items are a frequent method of conceahng irregu- 
larities, and each item should be properly accounted for 
and be above suspicion 

4 Statement . — At this point the general ledger book- 
keeper will take off a transcript of the general ledger 
for the use of the examiners in checking their work 
as it progresses. 

5 Due from Banks — As soon as the examiner takes 
charge, the depositary banks should be written to asking 
them to forward to the examiner a statement as of the 
close of business the day before he makes the examina- 
tion When these statements have been received they 
may be reconciled with the bank’s own books at leisure 
It has also been found advisable to ask for a statement 
subsequently showing the nature of all checks charged 
back by the depositary for the succeeding five days, or 
longer, as the examiner may elect The examiner will 
of course make his own reconcilements and not leave it 
to any of the bank’s employees. 

6 Run Ups . — The following “ run ups ” should be made 
as soon as possible after the cash has been counted, m 
order that the work of the bank may proceed smoothly 
and also that subsequent changes in the accounts may 
not produce confusion, namely: 

(a) The notes under discount. Those that have been 
sent out for collection will be evidenced by proper 
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records in the collection books. (Xo attention is paid 
to the quality of these notes; the object at this point 
is to prove the total.) 

(6) The collateral loans. 

(c) The ledgers holding accounts with depositors in 
both checking and savings department. 

( d ) The Christmas Club cards. 

(e) The liability book. 

if) The mortgage loans. 

(g) Certificates of deposit. 

(h) Certified checks. 

(i) Cashiei’s checks. 

7. Discounts — After the run up of the notes dis- 
counted has been made, the larger notes — those above a 
certain amount to be fixed by the examiner— should be 
checked into the liability book or into the ledgers, 
to detect any manipulation with the borrower’s hne of 
credit In other words. Who received the benefit of this 
loan ? Dummy loans are thus detected. Where there 
is any suspicion, the credit of the proceeds will show the 
beneficiary 

To illustrate In a certain loan, it was suspected by the 
examiner that a certain party received the benefit, for the 
reason that the loan was m the name of one used by the in- 
dividual in question as a dummy The bank men were 
positive that the maker of the note received the proceeds. 
The examiner asked for the cashier’s check that was drawn 
for the proceeds of the loan, and it bore the indorsement of 
the party suspected of having received the funds — proof 
conclusive 1 

As soon as each run up is proved with the general 
ledger statement heretofore mentioned it is marked with 
the name or initials of the examiner making the proof. 
Inasmuch as the bank force will constantly require 
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records, collateral, notes, etc., in the day’s work, these 
are delivered and proper notation made. The ■work of 
testing the quality of the assets may then proceed. 

8. Collateral Loans . — The examiner will examine the 
collateral loans, note the indorsements of part payments 
on the notes, and also the indorsement of payment of 
interest thereon. He will check the collateral as called 
for on the ledger with the collateral actually found in the 
envelope, observing that the necessary indorsements are 
on the back of the stock or bonds to make the same good 
delivery. In the absence of indorsement there should be 
p ower of attorney properly executed. Coupon bonds need 
no indorsement to make them good delivery. Where 
collateral has been taken out of the loan, there should 
be proper records and receipts for the missing securities. 

The examiner will compute the market value of the 
collateral and note if any shortage exists. He will also 
see that the interest is not past due If the securities 
are not in the name of the borrower, there should be a 
hypothecation certificate from the owner, allowing the 
securities to be pledged. 

Where a collateral loan has been made on real estate 
security the same papers should be in evidence as m the 
case of mortgage loans, namely, bond, mortgage, title 
policy, appraisal, insurance. The collateral loan register 
should contain the numbers of all securities held, in order 
to have a record of the same should any be lost or stolen 
The examiner should note the presence of slow, unlisted 
and unmarketable securities in the loans and recommend 
accordingly. 

9. Securities . — The securities should be checked with 
the security ledger as to par value. In making up the 
final report these are appraised at their market value. 
The total of the book value must correspond with the 
controlling account on the general ledger. If the book 
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value is higher than the market value, the examiner 
should reco mm end such charge offs as the case warrants, 
where the book value is below the market, the bank has 
an uncredited profit that it may or may not take, 
depending upon the desires of the board of directors. 

Securities are often held outside the bank by: The 
banking department as security for trust funds; corre- 
spondent banks and the Federal reserve bank, as security 
for loans; the government as security for postal savings 
and other government funds. All outstanding securities 
must be vouched for by the holding officials direct to 
the examiner. 

10. Mortgages . — With each mortgage loan there should 
be: The bond, with proper indorsements of the payment 
of principal and interest, the mortgage duly recorded; 
the search or title policy; the appraisal; the insurance 
with clause running to the bank as mortgagee; and on 
the mortgage ledger there should be notation of the 
payment of taxes. 

Inasmuch as it requires from one to six months or 
longer to receive back papers lodged with the recording 
office for record, all missing papers should be certified 
to by the attorney as being out for record. Note should 
be made that the amount loaned does not exceed the 
legal limit as established by the appraisal. 

11. Follow Up of Loans . — In making a thorough 
examination, such as is done by certain examining bodies, 
a card record is made for each borrower, giving his line 
of credit with such details as the examiner may elect to 
take, at each examination. This also applies to collateral 
loans. On this card is also taken the average balances 
of the borrower and a digest of his statement. Thus all 
large borrowers are followed from time to time and the 
course of their loans watched. For instance, the exam- 
iner finds a loan of $10,000 It remains unchanged for 
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two yeai s. The statement shows a net worth of $100,000, 
partly m stocks and bonds and partly m real estate. 
The average balances are less than $500. Evidently 
the borrower must be a very good risk, the bank generous 
m his behalf, or he has little ready money. If the loan 
is a good one, he should be asked to carry larger balances; 
and if poor it should be called The “setting” of the 
loan will determine what course to recommend. Where 
a loan has run for a long time with no reductions, it is 
either slow or bad, particularly where the borrower is 
not a good customer of the bank and does not show a 
statement that warrants the loan as a banking 
proposition. 

It is true the examiner cannot know the ethical setting 
of each loan. What he should do is to offset the bank’s 
personal knowledge of the borrower with his technical 
traimng and experience and recommend accordingly. 

12. Securities for Safe Keeping . — Since the war, many 
banks have been keeping securities, particularly Liberty 
bonds, for their customers gratis. This was part of the 
selling plan to put the various issues over the top. The 
proper records m this respect are a matter of choice and 
a good plan will be found on page 555. The examiner 
will check the bonds m safekeeping with the book record, 
which should give the name of the owner, date left, 
amount and description of the various issues, numbers of 
the bonds if thought advisable, and total. The sum 
total of the securities found in the files must agree with 
the general ledger control. The receipts given to 
customers should be in duphcate, numbered, and all 
receipts issued should be accounted for. 

13. Capital Stock .: — The examiner should make a 
total of all outstanding shares of the bank, which amount 
should be the authorized capital. This may be done 
from the stubs or from the stock ledger 



AUDITS AND EXAMINATIONS 


575 


14. Cashier’s Checks, Etc . — The outstanding cashier’s 
checks, and certified cheeks may be obtamed from the 
cashier check record and certification book. All out- 
standing checks should appear with the date of payment 
column vacant. By calling for the paid cashier’s checks 
and checking with the book of issue, the outstanding 
cashier’s checks may be obtained without reference to 
the cashier’s record of payment In other words, the 
checks not in the bank that have been issued constitute 
the outstanding liability. 

15. Proof of General Ledger — The total of the “run 
ups” of the various deposit accounts must agree with 
the general ledger. The examiner generally makes his 
own adding machine records, lest the machine totals be 
tampeied with to conceal a discrepancy He takes 
nothing for granted. If time permits, the pass books 
m the savings department may be compared with the 
ledger cards as they are presented at the windows, and 
this is the usual procedure in savings bank examinations. 

16 Earnings — The examiner will make a total of all 
earnings shown by the books since the last examination, 
deducting all expenses and interest payments. This will 
show the profit or loss from operation for the period. 
He may even go so far as to check the daily interest 
credits into income account, to prove that the bank has 
received credit for the interest earned as shown by the 
daily sheets In other words . Has the bank really 
received the income earned by it, or has some of it been 
withheld ? Occasional tests may be made to determine 
this fact 

17. Expenses . — The examiner may look over the 
classified expenses of the bank, and make such recom- 
mendations as he may see fit, although it is a prerogative 
of the board to determine how much shall be spent for 
various expenses connected with the running of the bank; 
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and as long as the board has not been grossly extravagant 
to the point of endangering the solvency of the bank, the 
examiner would have little or no right to interfere. If, 
however, the bank is weak, he may suggest limitations on 
expenses; and might even go so far as to issue a mandate 
to curtail that would be equivalent to a demand for 
economy. 

18. Minutes . — The examiner will examine the minutes 
to get a general idea of the conduct of the bank, the 
manner of their keeping, the frequency of meetings, the 
attendance and the story of the bank as written therein. 

19. Real Estate . — Real estate owned by the bank 
should be evidenced by deeds running to the institution 
and properly recorded. The law generally requires 
real estate to be sold within five years of its acquirement; 
and where it has been held longer, proper consents from 
the supervising authorities are required. These should 
be noted. 

If the examiner has any suspicion that the bank is 
being mismanaged or its credit abused through the use 
of checks drawn upon it, he may request that all incoming 
checks pass through his hands as soon as received. By 
such a test he can see if any irregularities exist m this 
respect. 

Irregularities and defalcations have been uncovered 
by merest chance as well as by thoroughness. Sooner 
or later the bank defaulter shps. He may be caught by 
an unexpected examination. He may be caught by 
taking nothing for granted. He may withhold receipts, 
and appropriate them to himself. He may reduce 
liabilities by charging against accounts amounts which 
he has abstracted. He may credit the customer with 
$6,000 in his pass book, keep $5,000 and make the bank 
record for but $1,000. This can only be detected when 
an audit of the book is made. Therefore in examining 
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banks, some examiners, notably the public accountants, 
endeavor to advise the customers of their balances and the 
borrowers of the amount of their loans, and the collateral, 
if any, held by the bank. Reconcilement slip is enclosed 
to be signed by the depositor or borrower showing the 
correctness of the account as stated. 

By the foregoing process all claimed assets may be 
tested; and if the accounts are reconciled with depositors, 
and pass books examined from time to time, as complete 
a verification of liabilities is made as is possible in banking. 

If any irregular notes are in the assets, communication 
with the borrower will disclose the fact; and if any col- 
lateral has been abstracted, a verification of the loans will 
uncover this. If, however, the defaulter should operate 
by paying off collateral loans that had a large equity, 
and destroy all evidence that the loan had been in the 
bank, until the borrower asks for his collateral back, 
he is safe; but this is flying into the face of providence. 
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CHAPTER XIX 


THE CREDIT DEPARTMENT 

The purpose of the credit department is to assemble 
information for the use of the bank and its clientele. 
While the information is primarily intended for the bank’s 
own use, it freely places its files at the disposal of its 
correspondents Banks also interchange credit infor- 
mation with one another and with business concerns. 
The large banks not only have extensive information 
relative to their own customers but also credit informa- 
tion on a large number of prospective customers and 
those whom they have investigated. A leading bank 
in New York has upwards of half a million names 
in its credit files, many of whom are only prospective 
clients. 

The Three C’s of Credit. — In making loans upon 
open credit, the three fundamental elements of credit, 
Character, Capacity and Capital, must be given consid- 
eration; and the files must cover these factors thoroughly. 
Stated in other terms, the borrower must first be analyzed 
as a moral risk. His record must then be looked into to 
ascertain his ability as a business man, as evidenced by 
his business achievements. Lastly, his ability to pay 
must be considered from the viewpoint of his assets and 
liabilities, as set forth in his statement. 

In making loans secured by collateral, the elements 
above mentioned do not enter except m a limited degree. 
If the bank were not certain of its position as the pledgee 
of collateral, it would not make the loan at all , although 
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in a falling market the elements of character and net 
worth would come into play to support a shrinkage in 
margin. 

If, for instance, a loan were made on merchandise 
that suffered a depreciation to the pomt of endangering 
the loan, the borrower’s ability to make good a shortage 
would surely be a factor; and if the loan became a menace 
to the bank on account of a fall in values, the borrower’s 
moral qualities would be an important element. The 
collateral being insufficient would bring into play the 
borrower’s willingness to take the loss or his intention 
to pass it on to the bank This condition obtained after 
the war when loans running into the millions became 
doubtful or bad on account of shrinkage in prices. 
Many borrowers disregarded their moral, and some 
theh legal obligations, and forced the banks to take 
heavy losses rather than assume the same themselves. 
In this respect the character and worth of the borrower 
are important elements in making loans, no matter 
how well secured they may be at the time of then- 
making. 

The credit department is, however, particularly con- 
cerned with those loans made on open credit, with no 
security except the name of the borrower, supported by 
his assets and his ability to pay. Millions of dollars are 
loaned daily upon the general worth of business concerns 
and this form of borrowing may be said to be the most 
prevalent in American banking circles. Even the small 
country banks find it exceedingly helpful to have definite 
information about their borrowers, although their credit 
files are not so exhaustive as those of the city banks. 
The statement of the borrower constitutes the main 
element m the smaller banks, the average balances and 
average borrowings being taken off the books when 
required for loan purposes. 
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The credit department as such dates back to about 
1890, being first in vogue in New York, spreading to 
other cities as the value of this department became 
manifest. 

The commercial paper brokers maintain highly 
organized and most thorough credit departments for 
use in analyzing commercial paper sold through them. 
The offering of such paper is made only after a most 
intensive and exhaustive study of the borrower from 
every angle, and when accepted by certain houses and 
offered over their name is symbolic of quality. 

One of the distinctive services rendered by the city 
banks to their correspondents is in the field of credit 
checking, and in order to buy paper for their customers 
and to check offerings made to them, definite information 
on open market borrowers is necessary. And as long as 
banks buy such paper m the open market the services 
of the city banks will be useful, if not necessary, even 
though they no longer serve their correspondents in 
the collection of checks. Many country banks buy 
paper only when checked by their city correspondents, 
and in order ethically to ask this service still maintain 
accounts in the reserve cities. 

The commercial paper brokers, like the banks, 
not only file credit information on the names handled 
by themselves, but also other names which constitute 
prospective customers. The large houses aim to have 
credit files on all names that appear in the market so 
that the desirability or otherwise of the various names 
may be known to them. 

The Scope of the Credit Department. — To attempt 
to state exactly what should go into a credit department 
would be equivalent to an attempt to state what should 
go into an encyclopedia Anything that has a bearing 
upon a credit risk properly belongs m a credit folder. 
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Credit is such a delicate thing that it is affected by the 
most trivial things. The credit man’s detective instinct 
will come into play to read into little things large conse- 
quences. A judgment ordinarily means that the debtor 
is short of funds and his creditor has secured his claim 
by court action resulting in a judgment which constitutes 
a lien upon the assets. The amount may be small, yet 
the action is significant. As soon as a judgment is 
recorded, it is apt to be a warning to other creditors and 
as a rule other judgments follow quickly. Whatever 
the merits of the dispute, the record is harmful and all 
business concerns abhor judgments. Transfers of prop- 
erty, particularly to the wife or relatives, holds out a 
warning that the debtor is placing his property out of 
reach of creditors, and such transfers are investigated 
carefully. The recording of a mortgage places a prior 
lien upon the property that may also be harmful to 
creditors. Chattel liens upon machinery also create 
preferences that are heeded in credit circles. A debtor 
known to have overdrafts, short checks, “dated checks” 
passing through his bank is likewise getting into the 
doubtful class. Gossip, if such it may be called, about 
a business man, is alwmys harmful, especially if it reflects 
upon his moral standing. A record of being slow pay 
among local tradesmen is an evidence of fast living, or 
uncontrolled living expenses which are also taken cog- 
nizance of. Any unethical practices, tricky methods, 
unwarranted return of goods, etc., also have a bearing 
upon a credit risk. 

The Work of the Credit Department. — The work of 
the credit department consists of : 

1. The assembly of information of every sort con- 
cerning business houses in all parts of the country, and 
particularly of their own customers This information 
consists of : 
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(a) Periodical statements, carried to a comparison 

sheet with the various items set in apposition 

from time to time. 

( b ) Reports of the commercial agencies. 

(c) Reports of special investigations made by then- 

own staff. 

(d) Record of judgments, hens, transfers of prop- 

erty, mortgages, etc. 

(e) Newspaper clippings. 

(/) Transcripts of interviews. 

(i g ) Correspondence relative to the name. 

2. The average balances of customers. 

3. Average borrowings of customers. 

Supplementing the assembly of data is the furnishing 

of credit information to correspondents of the bank, 
customers and other banks seeking reciprocal credit 
information. The foregoing includes the "checking” 
of concerns borrowing on their commercial paper, sold 
through brokers with reference to the banks mentioned 
in the paper offering. This forms an important part of 
the work of the credit man. 

Qualities of a Credit Man. — The credit man, whether 
m a bank or commercial house holds an important position. 
Upon his judgment large loans are made and large orders 
are accepted. While in the banks he does not, as a rule, 
pass upon loan applications, being rather an information 
bureau, in the commercial houses he is essentially the 
final judge as to whom to trust His qualities are many 
and varied, to wit: 

He must know men and be able to judge them. 

He must know business methods and practices. 

He must know the terms, discounts and trade secrets 
of business. 

He must be an accountant and able to analyze state- 
ments from an accounting standpoint. 
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He must know the law of commercial paper, collec- 
tions, contracts and sales, as applied to the various states. 
He must know his rights in the eourts. 

He must be an observer of events. 

He must be systematic, resourceful, careful, exact. 

He must be a detective. 

Credit Department Organization. — The organization 
of a credit department will depend upon the size of the 
bank and the character of its business. A small bank, 
handling only domestic business and without reserve 
accounts, will simply have a file for names with the credit 
information in folders. In the larger banks with wider 
ramifications, the department will be more thoroughly 
organized. Reserve banks will have a department that 
collects and classifies information about banks, both 
their own correspondents and others. The foreign 
business may be divided into countries and the domestic 
business by territory. The Federal Reserve Districts 
form a convenient method for this classification The 
division of the work into groups will require an executive 
head for each and he is usually a vice president There 
will be the usual assistants in the form of credit men, 
investigators, filing clerks, stenographers and field men. 
The work of investigating firms may be classified into 
kinds of business, such as hardware, millinery, produce 
dealers, grain, etc., so that the investigators become 
familiar with the names in the various lines and the 
personnel of the various houses. 

Investigating a Credit Risk. — An apphcation for a line 
of credit will immediately start the machinery of the 
credit department in motion. Assuming the apphcation 
to come from a new customer the process will be as 
follows: 

- 1. The borrower’s statement will be taken on the 
bank’s forms, and if an audited statement is available 
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this is much preferred. Banks and commercial paper 
brokers are coming to the point of insisting upon audited 
statements made by recognized public accountants. 
These audits, as a rule, are thorough and reliable, and 
set up in a form that is not generally found m individual 
unaudi'ed statements. 

A comparative statement is most helpful in that it gives 
a review of the progress of the business from time to 
time, showing the changes in the various items. After 
the bank has once established relationships with a 
borrower these figures will be kept on a comparison sheet 
in the credit folder. In many cases the bank will ask for 
these figures as a preliminary to borrowing. 

2. The next step is to check the credit risk through two 
channels: (a) Banks and ( b ) commercial houses. It is 
presumed that every business house has a bank connec- 
tion and many of them have several. The credit men 
and credit investigators now communicate with the 
banks and business concerns. The investigation in the 
banks will cover: (1) The general experience of the bank 
in handling the business of the borrower. (2) The 
amount loaned, the peak of loan requirements, the 
seasonal cleaning up, average balances and general 
opinion of the name. In the business houses the investi- 
gation will cover: (1) Whether the borrower has taken 
his discounts. (2) His general manner of payment, 
prompt or slow. (3) His business methods as to sales, 
turnover and profits. (4) Whether the concern borrows 
on its accounts receivable. (5) The general impression 
of the house regarding the name, line of credit granted 
and its policy toward it. 

Supplementing the private investigation of the bank 
will be the reports of mercantile agencies, Dun, Brad- 
street, Proudfoot, Bishop, etc. 
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Exchange of Credit Information. — Banks freely 
exchange credit information, both in person, by telephone 
and by letter Inquiries are received from business 
concerns and banks daily m respect to the credit 
standing of customers, and all such letters are promptly 
and intelligently answered as a matter of fairness to 
the bank’s clients. The large city banks are constantly 
being used as the checking medium by other banks, 
particularly in respect to commercial paper. On all 
offerings of such paper the names of banks with which the 
borrower does business are given. These banks have 
accounts with the borrower and usually carry the name 
among their loans. So voluminous have these inquiries 
become that some of the banks are now using a form 
letter for each name. These letters are carefully pre- 
pared after the name has been investigated and checked 
and are placed in the files. As inquiries are received 
they are noted among the bank inquiries on the name 
and the form letter is prepared and sent out. This form 
letter holds good until the file is revised, or changes take 
place in the firm’s condition that will warrant a revision 
of the opinion. A checking of a name among several 
banks will reveal a similarity of facts and often conclu- 
sions in regard to a name, showing that the banks have 
compared notes and also have been in receipt of the 
same basic facts. 

Answering Credit Inquiries. — In answering credit 
inquiries banks quite generally use a special form of 
letterhead on which is printed a qualifying or conditional 
clause to the following effect : 

The information herein given and the opinions expressed are given 
in response ti your inquiry and as a matter of courtesy only. No 
responsibility is to attach to the bank or any of its officers by virtue 
of statements herein made, and they are given and must be accepted 
under the foregoing conditions. 
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Filing Credit Information. — A large bank with a 
well-organized credit system files its credit information 
as follows : 

1. Master sheet. On this is recorded a brief history 
of the account, name, address, how introduced, line of 
business, line of credit granted, direct and as indorser, 
name of broker handling the paper if sold m the open 
market, other bank accounts, etc. 

2. Average balances and average loans, monthly. 

3. Statements. 

4. Comparison of statements. 

5. Mercantile agency reports. 

6. General information, reports of investigators, news- 
paper clippings, etc. 

7. Judgments, changes in ownership, liens, mortgages 
recorded, deeds of property, etc , taken from published 
records. 

8. Fire record. 

9. Inquiries received and answered. These may be 
taken on a master sheet with names of inquirers and 
answer by reference to form letter. 

It is helpful at times to know who has business or 
banking relations with the name, and this information 
is set up in the above section. 

Some banks even take stenographic transcripts of 
conversations with the borrower as a matter of exact 
record of what was said during an interview. A borrower 
may sometimes be convicted of making false representa- 
tions verbally in order to obtain credit. 

The folders containing the various classes of informa- 
tion may be of different colors to distinguish them. 
Card indices are kept of all names in the files. The 
namesmay be classified into customers and non-customers, 
foreign and domestic names, etc. Or, they may be 
classified by cities, states, Federal reserve districts, etc. 
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It is highly useful to have a record of all commercial 
paper names which the bank checks and buys for its own 
account and for the account of correspondents This 
record may contain the amount of paper bought for its 
own account, and for correspondents, with date of 
purchase and maturity. 

All current and active names will be given constant 
attention to keep the information up to date. Revisions 
at least half-yearly should be made on all names that are 
current. 

False Statements. — The making of a false statement 
in order to obtain credit is, in many jurisdictions, now 
made a crime. Thus the Penal Law r of New r York 
provides } 

Any person 

1 Who shall knowingly make or cause to be made, either directly 
or indirectly, or through any agency whatsoever, any false statement 
m writing, with mtent that it shall be relied upon, respecting the 
financial condition, or means or ability to pay, of himself, or any 
other person, firm, or corporation, m whom he is interested, or for 
whom he is acting, for the purpose of procuring in any form w'hat so- 
ever, either the delivery of personal property, the payment of cash, 
the making of a loan or credit, the extension of a credit, the discount 
of an account receivable, or the making, acceptance, discount, sale or 
indorsement of a bill of exchange, or promissory note, for the benefit 
of either himself or of such person, firm or corporation, or 

2. Who, knowing that a false statement m writing has been made, 
respecting the financial condition or means or ability to pay, of him- 
self, or such person, firm or corporation, in which he is interested, 
or for whom he is acting, procures, upon the faith thereof, for the 
benefit either of himself, or of such person, firm or corporation, either 
or any of the things of benefit mentioned in subdivision one of this 
section, or 

3. Who, knowing that a statement m writing has been made, 
respectmg the financial condition or means or ability to pay, of him- 
self or such person, firm or corporation, m which he is interested, 
or for whom he is acting, represents on a later day, either orally or 

Section 1293 (b) 
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in writing, that such statement theretofore made, if then again made 
on said day, would be then true, when m fact, said statement if then 
made would be false, and procures upon the faith thereof, for the 
benefit either of himself or of such person, firm or corporation, 
either or any of the things of benefit mentioned m subdivision one of 
this section, 

Shall be guilty of misdemeanor and punishable by imprisonment 
for not more than one year or by a fine of not more than one thousand 
dollars, or both fine and impnsonment. 

In proof of the care and thought used in checking 
credits, may be cited the custom m some brokerage 
houses and banks to prefer that credit statements be 
sent by mail. When so received the envelopes are 
attached to the statement, time stamped and signed and 
witnessed by those receiving the statement. This 
practice is for the purpose of proving the use of the mails 
to defraud in the event that the statement proves to 
have been false m the making. 

This is as it should be, for otherwise the creditors are 
without redress in cases where a borrower stoops to 
this practice. Relying upon the facts as set forth m a 
statement, money is loaned and goods are sold, and if 
these facts be untrue the creditor is dealing m the dark 
with a criminal. 

Where a borrower is dealing with several banks, a 
comparison of their business with the borrower will 
often avoid future losses, as will likewise a careful analy- 
sis of all statements obtained from him. In a case now 
in the bankruptcy courts, the borrower made yearly 
statements to his banks. The statements showed a 
steady and healthy progress. He dealt with three 
banks. In one of his statements he showed bank loans 
of $44,000. As a matter of fact his loans in one bank 
exceeded this sum, and his total obligations were more 
than $65,000. Had the bank carrying the largest line 
taken note of the fact that his loans from them were 
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more than the total shown on the statement, it could 
have immediately taken steps to protect itself. As a 
matter of fact it subsequently took a loss of the entire 
amount. The borrower was indicted under the section 
of the Penal Law quoted above, for obtaining credit 
under a false statement, but had gone into bankruptcy 
after a questionable fire and his creditors got nothing. 
The indictment could not bring back the lost money; 
but a more careful cheeking of his statements might have 
saved all the banks in question heavy and unnecessary 
losses. 

Value of Comparative Statements. — The value of 
comparative statements cannot be over estimated. 
Such a process will often reveal inherent weaknesses in a 
business unknown to the concern itself. Many business 
men are not analytically inclined and are satisfied to 
make a profit, not knowing how the profit was obtained, 
and often taking concealed losses which could have 
been prevented. Dangerous tendencies may also be 
detected by the comparison process. Thus, in analyzing 
the comparative statements of a large automobile 
business it was found that the accounts payable were 
running up, while bank loans were running down. 
Profits were fairly substantial, yet the firm was making 
no adequate additions to surplus. The conclusion was 
easily arrived at that the concern was paying the banks 
at the expense of the merchandise creditors and thus 
losing its credit standing m business circles. At the same 
time it was found that the proprietors were taking out 
practically all the profits and living too well. They were 
not fortifying themselves for a bad year. The profits 
from the sale of cars were absoibed in tco large an over- 
head, and the repair station was not making the money 
it would have made under better control. At the sug- 
gestion of the banker, proper corrective measures were 
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instituted and the whole business revamped to the lasting 
profit of the owners and to the safety of the banks and 
business houses dealing with this concern. 

Value of Independent Audit. — The independent audit 
of a concern has many advantages over a self-made 
audit, among which may be mentioned the following: 

1. The auditor has no interest in making anything 
but a correct statement. His professional honor is at 
stake, which honor is as high in the accounting profes- 
sion as in any other. A public accountant of integrity 
will no more stoop to unethical practices than will a 
physician or lawyer. 

2. The owner of the business cannot be expected to 
make an unfavorable report about his business if it is 
possible to prevent. He does not invite unfavorable 
comment and perhaps action on the part of his bankers 

3. Frequently the bookkeeping system of the concern 
is so crude and so poorly kept that it does not reflect the 
true condition of the business The officers or the owners 
do not know their condition, and many assumptions on 
their part are false. 

4. The auditor will recommend if not insist upon an 
adequate bookkeeping system that will fully set forth 
the facts. Such a system is essential to the proper 
conduct of any business, however small. In many 
cases the result of an audit and better bookkeeping 
system will reveal facts unknown to the owner himself. 
Such facts are necessary in considering the position of 
the business as a credit risk. An illustration will be in 
point: A certain builder doing about $300,000 of busi- 
ness a year had a crude and poorly kept set of books 
He thought he knew approximately what he was making 
on each job and also what he drew out of the business. 
He claimed in one year to have made $13,000 and to 
have drawn but $50 a week for himself. An audit 
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showed that he had made $20,000 and had withdrawn 
more than $10,000 for himself and family and did not 
know it. The banker was lending on a credit risk that 
no one knew about, on account of a lack of audit. Any 
expense incurred m making an audit will be amply 
justified in the knowledge of the facts and m the saving 
made possible by more accurate records and control. 
A thorough audit is cheap at any price. 

Comparisons. — A comparison of the business of one 
firm with another m the same line is most helpful as 
showing the contrast or the agreement as to turnover, 
collections, receivables, etc. It will be found that a 
marked similarity appears in the statements of firms in the 
same line of business and working in the same section of 
the country. This makes for strength in the fact that 
the same features appearing in connection with different 
firms demonstrates the stability of the practices. And 
where a firm shows a divergence from the established 
standards it calls for an explanation as to the reason. 

These comparison sheets, showing at a glance the 
business for three or more years, are most helpful as 
showing the trend of the business. Trouble is often 
avoided by heedmg the warnings shown by such compari- 
son; and when the concern gets into difficulties the reason 
will often be found to have been clearly indicated in these 
comparison sheets. 

In checking names, it is helpful, to say the least, to 
ascertain if the firm is giving one bank or broker a pref- 
erence over another in the form of indorsement oi 
guaranty. Some banks have been found to have gained 
a preference over all other creditors by obtaining an 
indorsement or a guaranty of their paper, to the detri- 
ment of the general creditors. This feature will be 
revealed by asking the banker if he has single or double 
name paper. 
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Credit Agencies. — Practically all lines of business now 
have credit agencies of their own which specialize in 
their own fields. Of such are the lumbermen’s, the 
jewelers’, shoes, produce, grocers’ agencies, etc., that 
keep close watch on firms in these respective fields. 
They are supported by their own members and besides 
obtaining information on all firms in the respective lines, 
report all judgments, actions at law, delinquent debtors, 
failures, bankruptcies, assignments, etc. These organi- 
zations make prompt reports on all firms in trouble, and 
have done a great service to their members in keeping 
them informed of the condition of dealers in their par- 
ticular trades. 

There are also special reporting companies which 
specialize m judgments and watch all offices of public 
record for such entries They also publish judgment 
books and render special reports on all such cases. 

Still other agencies, such as Bishops’ Service, and 
Proudfoot’s, report more intimately on persons as 
distinguished from firms. They make special and private 
investigations on such names as are submitted to them, 
often going into the moral risk more thoroughly than into 
the business aspects of the individuals. 

The Moral Risk. — The moral risk, even though the 
security be ample, is an important factor in credit matters, 
as will be seen from the following illustration: A certain 
coal operator purchased a rundown property at a nominal 
figure. He proceeded to build a breaker upon it and to 
mine coal. He placed two mortgages on the property, 
one of $100,000 and another of $300,000, represented 
by bond issues. He used the bonds for bank loaning 
purposes and incurred large obligations in the course of a 
short time. The entire property was never worth more 
than $100,000 and he operated this mine less than a 
year. He took one order for 10,000 tons of_coal with an 



THE CREDIT DEPARTMENT 


593 


advance payment of $15,000 at the time the contract was 
signed. He delivered 80 tons and shortly afterward 
closed the mine. He never paid any interest on the 
bonds, or royalties on the coal mined He then allowed 
the first mortgage to be foreclosed and bought the prop- 
erty in himself for 825,000 to the heavy loss of all the 
bondholders. 

Thereupon he bought another and larger mine of better 
quality and sought to place a million dollar bond issue 
on the second property through a firm of high standing 
m New York. The property was ample security for the 
issue and after long negotiations and careful investiga- 
tion the house agreed to underwrite the bonds, when 
they discovered the details of the previous operation. 
Negotiations were promptly broken off. The moral 
risk as evidenced by the first transaction was such that 
no house that valued its name could afford to be sponsor 
for an operator of this character. 

The moral risk as established by a man’s previous 
performances plays a very important part m all credit 
matters and is everywhere given the weight that is 
properly due it. Any breach of good faith and any fall 
from business virtue is disastrous to credit and no one is 
so well fortified in property that he can ignore this vital 
element. The last mentioned agencies specialize in this 
feature of credit investigation. 

The term “moral risk” is generally used to indicate 
the character of the credit risk as determined by the 
debtor’s integrity and ability. All successful business 
is built upon honor, and no business can long exist if it 
is built upon dishonor. The term integrity in business 
means that every transaction shall be exactly as repre- 
sented. Every sale must be satisfactory to the buyer. 
Every advertisement must be supported by ability to 
perform and the performance must be exactly as prom- 

38 
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ised. No deceit shall enter, and the old principle 
of caveat emptor (let the buyer beware) does not find its 
proper place in concerns where integrity rules. 

There are some concerns whose spoken or printed word 
is accepted as fact. Goods are advertised exactly as 
they are, and are sold as advertised. Any representa- 
tions made by salesmen are to be accepted as true, and 
the firm will live up to its agreements; nay more, it will 
live beyond its legal obligations. The promise will not 
only be performed, but performed — plus. It will do 
more than it is obliged to do. Perhaps an illustra- 
tion will show this point more clearly than abstract 
treatment • 

A firm in New York bought a rug from a department 
store. It began to show wear a few months after 
purchase. The seller was asked to inspect it and upon 
doing so agreed that it was not up to their warranty and 
offered to replace it without cost Another rug was 
loaned during the interim, and when the new rug arrived, 
with it came a letter and a check. The letter stated that 
the price of the rug had gone down and the price was then 
$9 less than the buyer paid. This is business honor. 
The firm was m honor bound to replace a defective 
article; but it was under no legal or moral obligation to 
make a rebate. It was more than honest. The good 
will which such practices ultimately build up is invaluable 
and can be secured in no other way. And in the firm 
above referred to, such matters aie common practice 
They are the rule and not the exception. In consequence 
there has been built up a business which will undoubtedly 
last for all time 

Banks and business houses give great cognizance to 
this element of honor in business and regard it as the 
very bed rock of business success. Fortunes have no 
doubt been made by other processes, but the fortune 
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has been tainted and m many cases dissipated in due 
course of time. It lacked enduring qualities 

Ability. — One of the most pitiful conditions to be 
found m business life is that of mere honesty — a negative 
virtue that has never been anything but good. While 
honesty is a virtue of great value, in itself it accomplishes 
nothing. Thousands of men who were honest until it 
hurt, are business failures. Their honesty got them 
nowhere because it lacked the offsetting virtue of ability 
The honest man ■who is an able man will become a 
successful man; but if he is honest and without ability, 
he can never achieve success. If he is dishonest and 
able, he becomes a crook 

The ability to manufacture goods — honest goods — • 
makes the great manufacturer. The ability to sell honest 
goods makes a great merchant. The ability to manage a 
bank makes a great banker, and the ability to convey 
information makes a great teacher. Ability to absorb 
facts, digest facts, form conclusions and present argu- 
ments and move audiences makes a great lawyer, 
preacher or statesman. Ability makes executives and 
executives make great institutions. 

In passing upon credit, this vital element is given due 
weight What has this man done? is the pivotal point in 
credit investigation. Has he, by sheer ability, risen 
from the ranks and become a success 9 Has he made his 
way from nothing to something ? Is he a proven success 
m business? Has he turned ability into property 9 
Has he made money and kept it 9 Has his ability built 
anything permanent 9 Has he managed and controlled 
a business? 

In reading business history as found on credit state- 
ments, 1 it will be found to run somewhat along these lines . 

1 See resume of the history of business houses m the credit statements, 
hereinafter analyzed 
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This business was established forty years ago by Mr. X. He 
started with a capital of $1,000 which has been increased out of profits 
until it now stands at $1,000,000 fully earned m the business The 
concern has always enjoyed the confidence of the banks and the trade 
It manufactures a line of high grade and well-known shoes which 
command a steady trade under the trade maik Its established 

trade carries with it good will which is highly valuable but is carried 
on its books at only $1 It has never had a fire, no judgments have 
ever been taken against it and the founder is still the active head who 
takes a leading part m all that makes for the betterment of his 
community m which he is highly respected 

Stated in other terms, the history of all established 
business would parallel the above, which simplified 
means. "Here is an honest man who has made good.” 

Due weight is theiefore given these two factors m 
business life , and their presence m the affairs of business 
men can only be known by a survey of their business 
career, which, while stated in facts, can more easily be 
stated in conclusions as the deduction of submitted 
facts. 

Dun and Bradstreet Agencies. — The two great agencies 
Dun and Bradstieet have, through years of operation, 
gathered an enormous amount of information about 
business houses in all parts of the country and publish 
their regular reference books every six months. These 
books give the credit rating of concerns m even the 
smallest towns and hamlets m the United States and 
Canada. Investigators cover all parts of the country 
and follow up all new names as fast as new business 
concerns open their doors. 

Besides the published volumes, which contain merely 
the rating, as “$10,000 to $20,000” first credit” (by 
symbols), these agencies are m position to render a 
complete report on practically any name that is a busi- 
ness risk. These reports are rendered to subscribers 
only and give the following information: 
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History of the business. 

Ownership and changes m the same. 

Digest of the statement. 

Result of investigation among the trade 
Fire recoid. 

In the larger cities these agencies have branch 
offices which cover their respective fields intensively by 
special investigators who circulate among the banks 
and business houses, constantly gathering current infor- 
mation about the firms under investigation. 

The fact that a name is not listed or rated does not, 
however, necessarily mean that the firm has no standing; 
for many firms of high standing have steadily refused to 
submit their statements or be interviewed concerning 
their business. They ask for no credit except from 
houses with which they have had long connections, and 
do not seek accommodation in the open market. Some 
concerns pay cash for everything purchased and are 
therefore not credit seekers; but there are few such. 
The ratings mentioned above must be taken as opinions 
arrived at after investigation carefully made, but sub- 
ject to false statements and erroneous impressions con- 
veyed to the investigators. The ratings are established 
from the statements submitted and are only as reliable as 
the statements are true. The agencies guarantee noth- 
ing in respect to their reports They perform a use- 
ful and necessary function in the field of credit but are 
subject to human limitations. 

Credit Men’s Organization. — The National Association 
of Credit Men is a large and powerful organization which 
seeks to build up sound credit methods among its 
members, promote legislation in respect to uniform sales 
acts, false statements, collections, etc., and all matters 
pertaining to credit and business Local credit organiza- 
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tions operate in a restricted territory and the central 
office keeps a record of all undesirable customers as 
reported by their members. They are essentially credit 
clearing houses which assemble credit information from 
the merchants, and have available definite information 
about credit seekers which is at the disposal of the 
members. Confidential lists of undesirable risks are 
sent out for the information of members, the aim being to 
eliminate unsafe risks from the business world from which 
the seeker derives a benefit at the expense of the mer- 
chants. The banks not only encourage such organiza- 
tions but help support them and freely cooperate and 
exchange credit information with them 
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LOANS AND DISCOUNTS 

In the opening chapter it was seen that one of thefunda- 
mental functions of banking is to loan money. It would 
be more in keeping with the facts if it were stated “ money 
and credit,” for a large part of the so-called loans are not 
made in the form of money, but as credits on the books, 
against which cash may be withdrawn or checks issued. 
In the majority of instances the proceeds are credited 
to the maker’s account, and the disbursements are in 
the form of checks, so that the bank has created credits, 
against which it honors other credits 

Were it not for its loans a bank could not exist, for out 
of loans in various forms arises interest, which is the life 
blood of the bank. Only a minor portion of an average 
bank’s income is received from sources other than 
interest. Exchange, commissions and fees of various 
kinds contribute only a very small part to the total 
earning power of the banks . 1 Even investments in 
bonds are essentially loans to the borrowing corporations, 
municipalities and governments. The form of the loan 
m a bond investment is more dignified, but it is a loan 
nevertheless. 

The term “loans and discounts” is commonly used in 
banking circles in the United States to denote the loan 
operations of the bank. Technically speaking a loan is 
an advance of money, either secured or unsecured, 

1 Trust Companies "which have built up large and profitable Trust 
Departments are the exceptions to this statement Fees for transfer- 
ring stocks constitute a large part of the earning power m the Trust 
Department. 
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where the interest is collected at the maturity of the loan, 
or at stated intervals. Unsecured loans are not so 
common as the secured or collateral loans. The term 
“discount” properly applies where the loan takes the form 
of a purchase of a negotiable instrument at a discount. 
The bank loans the funds by accepting a piomissory note 
payable at some future time and deducts the interest 
from the face of the note. It discounts the instrument 
for the time it has to run. The interest is collected in 
advance; and in a strictly legal sense the taking of such 
interest would constitute usury, were it not for a provi- 
sion in the law that such an act shall not operate to make 
the transaction usurious. 

The distinction may be seen by contrast. A borrows 
$1,000 of a bank on his promissory note payable three 
months hence “with interest.” He will receive the full 
amount, paying the interest when the loan is due. 

If a discount of a $1,000 note vere made for three 
months at 6 per cent he would receive $985, the bank 
collecting the $15 in advance, which is called the 
“discount.” The bank has advanced but $985 and 
collected interest on $1,000. 

As a rule discounts are made on the unsecured notes 
of customers of the bank, with or without an indorser, 
and they also consist of the notes taken by customers 
of the bank m their business dealings, sold to the 
bank at a discount, and are commonly called “notes 
discounted.” 

In some banks there is a form of loan called “Demand 
Bills” which consists of demand loans made without 
security. This form is used where the borrower does not 
want the loan for a stated period and prefers to have the 
option of paying it at his convenience. 

Power to Make Loans. — The power to make loans, or 
better, to establish a loaning policy, devolves upon the 
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board of directors. All banks have, however, a loan 
committee, by whatever name it may be called, with 
power to pass upon loans between board sessions. This 
committee may have power to loan up to certain limitf, 
or it may have a free hand. In order to expedite the 
loan process, certain powers are delegated to the officers 
who may make loans within certain prescribed hmits 
at their pleasure In this respect there are two general 
courses pursued • (a) To give the officers an unrestrained 
hand in making loans, either by direction or assumption; 
(6) to delegate to certain officers, either individually or 
collectively, the right to make loans within certain 
restrictions In the first instance, the loans are made by 
executive officers on their own initiative and upon their 
own judgment, and reported to the board as required 
by law. Such a bank can never be as wisely adminis- 
tered as where the loans are passed upon by a combina- 
tion of mmds, one offsetting the other, and one balancing 
the other. On the principle that two heads are better 
than one, joint action and approval is always safer than 
individual action. 

Bank supervisors of long experience have gone on 
record against the “one-man bank” as unsafe. The 
record of bank losses attests the fact that an unrestrained 
hand in making loans invariably leads to looseness in 
the loan policy that is costly if not dangerous. Favorit- 
ism, friendship and politics enter into such a policy 
that cannot be anything but harmful to the best interests 
of the bank. The man who thinks his judgment infal- 
lible and his conclusions always sound has yet to learn that 
human nature is frail and prone to err, and the autocrat 
in banking usually comes to grief. 

On the other hand, it is possible to make the loan 
policy so dependent upon committee action that the 
work of the day is seriously hampered and the good will 
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of the customers imperilled, if every application for 
credit is held over for committee action. Some loans 
must be made quickly or not at all. But this is not to say 
they should be made carelessly. From an experience 
covering this very point, the author has found that the 
most workable plan is to allow the executive officers to 
make loans within certain limits estabhshed by the 
board. Loans m excess of such limits are referred to the 
committee. Placing the men upon their honor and 
giving them certain distinct privileges makes for effi- 
ciency as well as safety and develops a high degree of 
intelligence m handling the loans as they are presented. 

The business man who knows his position is sound and 
his request in keeping with his ability, his worth and 
his standing, insists upon a quick answer to his requests 
Executives are expected to be able to make decisions, 
otherwise they would not be executives. They cannot 
always be right, and it is not expected they always will 
be; but valuing his position and cherishing his good 
name, the true executive will act with caution as well as 
dispatch. 

Forms of Loans. — Bank loans take various forms, 
depending upon the wishes and business customs of the 
borrower or the requirements of the bank. The loans 
usually found m a bank are as follows: 

1. Unsecured loans (discounts) made upon promissory 
notes. These are as a rule indorsed, either for value oi 
as accommodation. They may be time or demand loans 
When indorsed they are commonly spoken of as “two 
name paper.” 

2. Secured loans. These may also be time or demand, 
but have pledged as collateral various kinds of security, 
namely: 

(a) Stocks and bonds. 
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(b) Various commodities in storage, commonly 

called warehouse loans. 

( c ) Real estate, commonly called mortgage loans 

(d) Accounts receivable. 

(e) Chattel mortgages or trust receipts 

(/) Goods in transit, secured by bills of lading 

Classification of Loans as to Time. — Bank loans are 
made in several ways, as regards the time element - 
(a) On demand. These loans are payable on call, but in 
many banks are treated as loans without definite due 
date and are allowed to run as long as the collateral 
is sufficient to safeguard the loan and the interest is 
promptly paid. They are optional as to payment either 
with the borrower or lender; (6) time loans (discounts) 
made for a definite time, usually expressed in months 
or days; (c) “street loans,” “call loans,” or “day loans” 
are loans peculiar to the money centeis, particularly 
New York. They are collateial loans made to brokerage 
houses and bond dealers and have a procedure distinctly 
their own. They are made by banks direct to the 
borrowers or through the medium of money brokers. 
Such loans are made for the purpose of clearing the 
daily transactions of the bond and stock exchange 
houses, which require large sums of money to effect theii 
settlements 

For accounting purposes, loans may be classified 
according to their character as follows. 

1. Discounts, unsecured — meaning single and two- 
name paper unsecured, made to customers of the bank 
(time loans). 

2. Commercial paper, bought in the open market, 
sometimes called purchased paper. 

3. Demand street loans — collateral loans made to 
stock exchange houses, payable on demand. 
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4. Demand collateral loans made to customers and 
secured by collateral 

5. Demand loans unsecured. 

6. Demand merchandise loans, secured by merchan- . 
dise in warehouse or bills of lading on goods m transit. 

7. Time merchandise loans, secured by merchandise 
in warehouse or by bills of lading on goods in transit. 

8. Advances against arrival drafts. 



The Mechanism of the Loan. — A clear idea of the 
loan process may be obtained by following a loan from 
its inception to its entry on the books of the bank. 

The Offering . — The application for a loan is made to 
one of the officers of the bank. At this time the purpose 
of the loan will be inquired into, and a statement of the 
borrower taken, if the same is not already on file and of 
recent date The application may be entered m an 
offering book, or upon a blank, containing such details 
as maker, amount, time to run, indorser. 

Present Status of the Borrower . — From the officer's 
desk the application goes to the credit department. 
Here such information about the borrower is compiled 
as will act as a guide to the credit risk of the borrower. 
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Amount under Discount . — From the credit department 
the application will go to the loan department where the 
present loans of the borrower will be entered as to amount 
direct and indirect, or as maker and as indorser 

Average Balances . — From the loan depaitment the 
application will go to the bookkeeping department 
where the average balances are kept and these will be 
entered, as for instance, average for present month, 
average for six months, etc. 
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Form 47 — Promissory note with provision for computing discount and 

proceeds 


Committee . — When the information is assembled, the 
application will go to the loan committee which finally 
passes upon the apphcation. 

Entry into Books . — After receiving the appioval of the 
committee, the note is made out and given to the note 
teller for discount The note is timed, discount figured, 
net proceeds credited to the borrower’s account and 
interest or discount credited to "unearned discount.” 
The note is entered in the note register which records all 
loans as they pass through the bank. 

The note is entered in the liability book under the 
borrower’s name, then in the maturity book under its due 
date, and is ready for filing m the note files under its 
due date. 
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Offering Book. — Notes offered for discount are entered 
in an offering book which becomes the original entry of 
all such transactions. The information taken need not 
be so detailed as m other records, if sufficient to identify 
the ti ansaction. Such would be : Date of offering, maker, 
indorser, amount and time to run. It may, however, be 
more elaborate and become’ the discount journal with 
full details of each transaction. In such case it would 
record Date, maker, indorser, where payable, time, rate, 
maturity, amount of discount earned for one day, etc. 
This book may be further classified into : Straight loans, 
customer’s paper discounted, acceptances, commercial 
paper, etc., thus keeping a record of all classes of dis- 
counts made. Other details may be entered in this book, 
such as discount collected but not earned, stamps 
attached to the instruments discounted, exchange col- 
lected, disposition of proceeds, etc. The footings 
of each column at the end of the day constitute the 
debits and credits in the general ledger for the respective 
accounts. 

Whether the offering book be simple or complex, it is 
generally submitted to the discount committee at stated 
times for their approval. When this is signed it fastens 
the liability of the various members as to the loans so 
made. Therefore, a member who signs the book can- 
not afterward disclaim responsibility for loans made with 
his approval. 

Initialing of Notes Discounted. — It is a most excellent 
idea to have all notes w r hich go through the work initialed 
by those who handle them This aids in placing the 
responsibility for anything that may subsequently arise 
m connection with such loans. Thus, the officers who 
authorize the making of the loan will initial the notes; 
the bookkeepers who figure the discount and make the 
book entries will attach theirs, and the one who places 
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them in the files will attach his initials. Should there 
afterward be found an irregularity, one cannot point to 
the other and say in the language of Xast’s famous 
cartoon “Twas’nt me; ’twas him.” How this works may 
be seen by illustration. A note was found in the assets 
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Forai 48 — Statement for borrowers 


improperly signed. It bore the initials of an officer, the 
bookkeeper and the cashier Each should have dis- 
covered the discrepancy — neithei did, yet all weie 
responsible for the oversight Another : A certain officei 
made a loan on certain collateral. Another officer took 
Ifim to task for so doing. “But,” said the other “you 
made a similar loan for the same sum on exactly the 
same amount and kind of collateral.” The allegation 
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was denied, whereupon the loan papers were brought out 
and on the note appeared the initials of the protesting 
official. He was confronted with incontrovertible, evi- 
dence against himself. In banking practice it is abso- 
lutely essential to place the responsibility where it 
belongs. 

Bookkeeping of the Discounts. — The first book of 
record m keeping discounts is the discount register or 
blotter. This is a journal record of all notes discounted 
day by day. The information taken is’ Number, date, 
maker, indorser, amount, time to run, maturity, dis- 
count and net proceeds. The purpose of this book is 
to have a record of all notes passing through the dis- 
count process of the bank. It becomes most important 
at times to be able to trace a certain note m its course 
through the bank, from a historical standpoint, as it 
were Such transactions are frequently called for m 
court proceedings, and a well-managed bank is able to 
give the history of every note handled by it, no matter 
how long it may have been m its discounted bills. A 
number is given the note at this time, corresponding to 
the line on which it appears, which number follows it 
through the other books. 

Liability Book. — The law prescribes how much of a 
bank’s funds may be loaned to a single borrower, usually 
a certain proportion of its capital and surplus. In order 
to know how much a certain borrower has been loaned, 
it is needful that all his notes be assembled m one record 
and there summarized. The board of directors or the 
executive committee may have fixed a limit to his borrow- 
ings, and unless the amount loaned him be known, there 
is no way of ascertaining if this limit has been exceeded 
The liability book records this information. 

It is also needful to know how much the borrower has 
been loaned on his own name and how much on his 
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customer's paper. One is a primary loan, the other 
secondary; and the law makes a distinction as to which 
kind of loan it is m fixing a maximum. Thus, the bank 
may be restricted to 10 per cent of its capital and surplus 
as the maximum it may loan to one borrower on his single 
name paper, while it may have no restrictions as to the 
amount advanced against his customers’ paper. There- 
fore the liability book records under ‘‘as maker” the 
amount loaned him on notes which he has executed as 
maker; while it also records “as indorser” the amount 
loaned on paper on which he appears as indorser. The 
information taken on this book usually is - Date of trans- 
action, number of note, maker, indorser (or vice versa), 
maturity and amount. The total of each class is carried 
from day to day, and as notes are paid they are crossed 
off the record and the amount reduced, and as new ones 
are added they aie listed and the amount increased. 
By following a number down through this record, it will 
show how many times it has been lenewed, what the 
i eductions have been and when it matured. It is a book 
of constant reference and in use all the time. The 
total of this book must equal the amount of discounts 
found on the general ledger. 

Maturity Tickler. — It is essential that all maturing 
notes be presented on the day, at the place payable and 
to the party obligated to make the payment. Therefore 
the exact due date of all notes must be known and for 
this purpose a maturity book is kept, showing all notes 
due each day. The notes themselves will be found in the 
note files under the same calendar date The discount 
clerk knows just what notes are falhng due each day for 
attention; the officers know how much is due for re-loaning 
purposes. Notes due out of town are taken out of the 
work and sent forward in time for presentment on their 
due date. Other notes are collected by messenger and 

39 
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notes due at the bank itself are charged to the maker’s 
account. The information taken on this book is : Date, 
maker, indorser, amount. The classification under due 
date eliminates the necessity of taking the due date 

The entries in the maturity tickler may be classified 
into Customers’ own notes ; customers’ notes discounted , 
commercial paper; acceptances, etc., thus showing how 
much of each class is maturing each day. 

Discount Files. — In filing paper in the note files, it is 
helpful to segregate the paper into classes, such as 
country items and city items. These may be subdivided 
into discounts, acceptances, etc. They may also be 
classified into those eligible for rediscount at the Federal 
reserve bank and ineligible paper, so that if rediscounting 
is necessary, the paper will already be classified. After 
filing, the paper should be cheeked against the maturity 
tickler to insure that all items have been accounted for 
and are properly filed. This will also prove the listing 
in the maturity tickler. 

The Carbon System of Note Recording. — A system 
has been devised whereby several carbons are made foi 
each note The slips are numbered and correspond to 
the number of the note, or rather the number of the 
note corresponds to the consecutive number of slips 
At one writing several entries are made, the slips being 
so worded that they respectively become, the note register, 
maturity tickler, liability record, notice to borrower and 
credit ticket. These slips are filed in card files, the 
liability record being kept on a master card for each 
borrower, the details being found on the slips following 
It is a great time and labor saver 

In the quintuplicate loan record system 1 all records 
are made at one writing — the Discount Register, Direct 

1 With acknowledgment to the Baker-Vawter Co , Benton Harbor, 
Mich 



LOAXS AND DISCOVXTS 


611 


Liability, Note Notice, Maturity Tickler and Endorser's 
Liability, which eliminates chances of error which are 
always present in the old plan of writing each record 
separately. There is a corresponding saving m time. 

The records of this system are provided by a five-sheet 
manifold set of forms comprising Discount Registei, 
Direct Liability, Note Notice, Maturity Tickler and 
Endorser’s Liability Sheet. A distinctive color of paper 
for each ticket in the set makes identification easy in 
daily use and filing. 

The description of five notes may be entered on each 
set. If it is necessary to remove the form from the 
machine before completing all five entries, the blocking 
and wire stitching permit them to be re-inserted without 
spoiling the registration of the forms. The blanks are 
consecutively numbered in quintuplicate and each note 
recorded is tied up in a complete record. All sheets 
carry the same information as to the history of each 
note. 

When all new notes have been entered for the day the 
general debits aie obtained by totalling the amounts on 
the Discount Register Sheets. These sheets are then 
filed in the register binder. This is the combined numer- 
ical register and daily journal of all loans made. Card 
drawers are used for all the other records which tear 
apart to size 4X6. 

The liability record slips are filed alphabetically under 
the names of the maker and endorser respectively, 
thus the recoi ds of all classes of liability for each name are 
kept in one place. 

The maturity slips are filed strictly by due dates of 
notes, behind month and day guides. Note Notices are 
attached to or filed with the maturity records. These 
are sent out a week or ten days in advance of their 
maturity. 
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As notes are paid the Maturity Tickler Slips are 
removed from the file, canceled and passed on as credit 
slips. Maturity slips for notes not paid when due are 
transferred from the “Maturity” section to the “Past 
Due” section of the file, with all of the other past due 
copies. 

Maturity slips representing notes payable on demand 
are filed behind a “Demand” guide 




Endorser’s Liability Card Maker’s Liability Card 

Forms 50 and 51 — Line Cards for Active Borrowers Tickets for direct 
and indirect liability, of every active borrower only, are posted to these 
cards, saving bulk m the file and giving quick information as to total 
liability, both direct and indirect 


Dealing with Accounts of Active Borrowers and 
Endorsers. — On very active names in the loan and dis- 
count department it is desirable to have total “Line” 
cards for both the direct and indirect liabilities, showing 
the total balance against each active customer at any 
time. As notes affecting these names are entered or 
paid, the individual amounts on the liability slips will 
be charged or credited and the balances extended on 
these cards. 

This recapitulation and daily extended balance makes 
it unnecessary to run through a number of slips to 
ascertain the total liability for a certain name. 

Putting Credits through When Notes Are Paid. — 
As the notes are paid, the Maturity Tickler Slips are 
canceled and passed through as credit tickets. A list 
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of all canceled slips for the day gives the total of notes 
paid and interest collected for the journal entries. 

Before filing these tickler slips, reference is made to the 
Discount Register Copy and the disposition of each note 
is entered on it. 
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Form 52 — Direct Liability Record 
Filed alphabetically by name of maker, 
with any other tickets for same name 



Form 54 — Due Date Ticklei 
Filed with note-notice by due 
date Notice is pulled and 
mailed Tickler remains m file 
to warn against past-due notes 



Form 53 — Note-notice Filed 
according to the date on which note 
is due 



J 


Form 55 — Endorser’s Liability 
Record. Filed alphabetically by 
name of endorser, with any other 
tickets for same name 


Canceled Maturity slips aie then filed away in order 
of dates paid and thus become the permanent daily 
journal of notes paid 

The direct and indirect liability slips for notes paid are 
removed from the current file, canceled and filed in strict 
alphabetical order m a storage container, becoming the 
transfer liability ledger 

This simple system establishes a complete record- 
control on Loans and Discounts. 
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The Discount Clerk. — The work of the discount 
department, or the discount clerk, or note teller, by 
whichever name he may be called, is purely mechanical. 
He does not decide who shall have discounts, or upon 
what terms; he makes the bookkeeping entries after the 
loans have been passed upon by other officials The 
work of the discount clerk may be classified as follows 

1. Timing the note according to rules found below. 

2. Calculating the discount and net proceeds. 

3 Making the credit ticket for the borrower’s account 

4. Entering the item into: 

(а) Discount register which records all notes dis- 

counted by the bank. 

(б) Liability book which records the liability of 

each bori ower, both as maker and as indorser. 

(c) Maturity book or tickler which records the 

notes according to their due dates. 

(d) Fihng the note in the note files, according to 

due date. 

5. Collecting maturing notes 

6. Attending to rediscounts. 

7. General statistical work of the department. 

Timing Notes. — In order that all instruments which 

have m them the element of time may be presented at 
the proper time, it is essential that the time of their 
maturity be correctly computed. This is called “ tim- 
ing.” It is quite customary for each bank handling the 
item to check the timing calculations. In timing notes, 
according to the Negotiable Instruments Law, the day 
of date is excluded, and the day of 'payment is included 

Instruments are drawn payable: 

1. At sight, or on presentation, or on demand. 

2. A certain number of days or months after sight 

3. A certain number of months from date. 
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4. A certain number of days from date. 

5. At a specified future time. 

The following rules are universal in this country. 

1. Where the note falls due on Saturday, Sunday or a 
legal holiday, it is due on the next business day. 

2 "Where Saturday is a half holiday, demand notes 
may be presented before twelve o’clock 

3. Notes payable a certain number of months after 
date are payable on the same day of the month indicated. 
Thus a note dated Sept. 15 at three months is payable 
Dec. 15, provided the fifteenth does not fall on Satur- 
day, Sunday or a legal holiday. A note payable ninety 
days from Sept. 15 is due Dec. 14. 

When the time has been determined, the discount may 
be figured. 

Figuring Discount. — Banks compute interest on notes 
(which becomes the discount) from the day of discount 
to maturity, including Sundays and holidays. The day 
of date is excluded and the day of maturity included. It 
becomes necessary to determine the exact number of 
days the note has to run. This may be done by com- 
puting the days in the current month, adding the number 
of days in succeeding months to maturity. This is too 
long a process for practical use, and calendars have been 
devised which make instant calculation possible. Each 
day of the year is numbered, and by taking the number 
of the date of discount from the number of the date of 
maturity, the number of days intervening may quickly 
be determined. 

The great majority of notes discounted are for a sum 
certain, and do not carry interest, unless so written. 
Therefore a note does not carry interest unless so expressed 
m the instrument itself. Where the note is written “with 
interest,” it carries interest from its date to maturity 
at the legal rate; if at a lesser rate it must be so stipulated. 
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Notes which carry interest must have the interest added 
and the sum of the face of the note plus the interest 
becomes the amount at maturity. Discount is figured on 
the full amount and deducted, which gives the proceeds. 
This would seem at first glance to make the proceeds the 
same as the face of the note, but many such notes are 
discounted after their date, which makes the interest 
larger than the discount. In other words, the interest 
is figured from the date of the note and the discount is 
figured from the day of discount. 

The old 6 per cent method is useful where it is easily 
applicable, but for odd days, odd rates, and odd amounts, 
care must be taken or confusion will result. A much 
better rule, and applicable to all rates, all amounts and 
any number of days is" 

Multiply Amount by number of days by rate 

Divide by 360 
Expressed mathematically 

Amount X number of days X rate 
360 

Applied to an example 

$5,000 X 90 X 06 

360 ~ 5570 

Proceeds $5,000 — $75 — $1 stamps = $4,924 
Journal Entry 

Debit Notes discounted $5,000 

Credit Customer 
Discount 
Stamp account 

Interest tables are also used very largely, which merely 
require the finding of the proper pages and columns. 
Some banks will not permit the use of interest tables at 
all, preferring to train their men in the use of mathemat- 
ics independent of such tables. It is the author’s judg- 
ment that a bank clerk should first learn the principles of 
interest calculations so that any problem may quickly 
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and accurately be solved. After becoming proficient in 
this work, the tables may be used as a time saver. 

After the discount process has been completed, tickets 
are made in triplicate. One goes to the bookkeeper for 
credit, one to the customer as advice for his records, one 
accompanies the note through the records when it is 
filed for reference. 

Exchange Charges and Documentary Stamps. — In 

certain cases there will be exchange charges for collecting 
the note at maturity, particularly an out-of-town item. 
These may be deducted at the time of discount, or 
charged back at maturity. The revenue laws of the 
United States levy a tax on all time instruments of 
2 cents per hundred dollars or fraction thereof. These 
stamps must be affixed to the note at the time of dis- 
count 1 and cancelled. This amount may be included in 
the discount and credited to stamp account. This, 
however, makes numerous small entries on the books 
and the stamp account may have one entry put through 
representing all discounts made for the day. In some 
banks the stamps as bought are charged to income 
account, r, and the amount of stamps for each note added 
to the discount, which is credited to the same account, 
which automatically credits back the stamp charges. 
The accounting for stamps in this manner would not 
properly be a charge against income and would represent 
an unwarranted deduction from earnings; but the 
convenience of the procedure is sufficient to warrant 
breaking an accounting rule for the sake of eliminating 
needless work, and accomplishes the same result m the 
end. 

1 The law requires that stamps be affixed at the time of issue, but as a 
matter of practice they are affixed at the bank where discounted or 
collected. 
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In order to check the accuracy of the discount trans- 
actions, the work is reviewed by another clerk, either 
before passing through the records or subsequently 

Note Teller. — The work of the note teller varies 
according to the size of the bank. In a large bank he 
will handle only the notes of the bank held under dis- 
count. Where the lines of discount are large, the 
bookkeeping of the loans will be heavy enough to employ 
several men, for it consists in recording the details of 
each note discounted, the entry into the maturity book 
and also in the liability book. In addition to the book- 
keeping there will be the collection of the notes as they 
mature. This work includes notes payable in the place 
where the bank is located and notes payable out of town. 

The work of collecting notes of customers, presented 
to the bank for collection, and drafts drawn on various 
firms and corporations by the customers of the bank, 
and left with it for collection, more properly comes under 
the head of collections and will be found treated at 
length in Chapter XY. The same comment applies to 
instruments received from correspondents and othei 
sources for collection. 

Where the bank is highly departmentahzed the work 
of the note teller will be complete m itself. He will 
have his own organization and make his own proofs 
The total of his receipts will be turned in to the receiving 
teller or paying teller as the case may be and charged 
to the one receiving the same. 

In addition to the above the note teller in some 
instances also has charge of the following: 

1. General charge of the messenger force used in 
making collections. 

2. Issue of certificates of deposit. 

3. Transfer of funds by telegraph. 

4. Receipt of registered mail. 
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5. Delivery of valuable papers. 

6. Collection of exchange from customers 

7. Collection of interest on loans. 

Inasmuch as the various matters mentioned above 
are treated separately m various parts of this work, 
we confine ourselves to the work of the note teller as 
respects the handling of notes held by the bank under 
discount and those received from customers for collection. 

Discount Register. — The note teller will have a record 
of each note discounted, giving the following details. 
Date of discount, date of note, maker, indorser, time 
to run, maturity, amount, discount and net proceeds. 
The total notes discounted each day will be charged 
to “Loans and Discounts” on the general ledger and the 
amount paid will be credited to the same account 

Maturity Tickler. — There will also be the maturity 
tickler giving the expirations day by day, so that proper 
attention may be given to the maturing notes This 
book is highly useful m that (a) Notes may be presented 
on their due date to the parties obligated thereon and, 
if not paid, protested according to law; (b) the officers 
may know from day to day how much paper is maturing, 
so that new loans maybe made as the old ones are paid off. 

Liability Book. — The liability book gives the total 
loans made to each borrower direct and indirect, so 
that the officials may know how much the borrower is 
indebted, and that the note teller may keep him within 
the prescribed limits as laid down in the law and as set 
by the bank officials. 

Collection of Notes for Customers. — The collection of 
promissory notes differs m no essential from other collec- 
tions. Such items are time items and receive the same 
treatment as other time instruments. The work is 
generally done by the note teller. He performs many 
other functions beside the mere custody and collection of 
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notes and acceptances. In the larger banks he will 
receive the time items from customers, drafts, coupons 
and collections in general and whatever the customers of 
the bank may deposit for collection as distinguished from 
immediate credit. If he is the receiving reservoir for 
such items, he passes them along to other departments 
for attention after receipting for them to the customer. 
There will be three geneial classifications: 


NOTICE OF NOTE FALLING DUE at 


COMMERCIAL BANK 

192 

Please take notice that your note for $ 

» becomes due 

and payable at this bank 

192 

Please observe request stamped heieon and attend to the same 

before the due date COMMERCIAL BANK 

Mi 



Form 56 — Notice of maturing note 


1. Items payable m the citj 1 2 3 * * * 7 — to the city collection 
department. 

2. Out-of-town items — to the country collection 
department 

3. Coupons — to coupon department. 

After the item has been timed and entered on the note 

collection register, carbon forms are made out These 
forms contain, date received; from whom received; 
date of owner’s letter, when payable; place payable, 

amount; correspondent bank’s collection number; fate, 

and special instructions. 
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There are several carbons: (a) Going to owner when 
collection is made as an advice ticket, ( b ) to bookkeeping 
department as a credit to customer, (c) to owner’s file, 
which represents all the items received from the customer 
(this is useful in tracing items, and also shows the volume 
received from various customers); (d) to maturity file, 
wherein are classified the items according to due date 
This shows when items should have attention. Some 
banks carry this information in bound books It is 
a matter of choice. 

The notes are then filed in the note files according to 
due date. This may be classified into notes payable in 
the city and outside, to facilitate the collection process 
Herein the instruments lie until their due date arrives 
when they are given attention; and in the case of out-of- 
town items, they are sent forward in time to effect collec- 
tion at maturity. 

Notes which are held under discount and payable at 
his own bank are charged to the maker on their due 
date. Those payable at places reached by the messengei s 
are collected by hand, similar in manner to other collec- 
tions, and with the same records. Notes payable out of 
town are sent forward about ten days m advance of theii 
maturity with a collection letter describing the item by 
number, maker, date, place payable, amount and due 
date. A duplicate of this form is sent with the instru- 
ment to be signed and returned as acknowledgment of 
its receipt. 

The teller’s proof consists in a record of notes maturing 
each day. As payments are received or notes are 
“charged out” to other departments, proper notation is 
made, so that at the end of the day the note teller will 
have cash and checks amounting to the notes which 
have been paid, and charge entries for the balance. The 
notes which are not paid are still held by him and entered 
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as past due paper and either held as such oi turned over 
to the collection or attorney's department for further 
attention In the large banks all such past due paper is 
taken out of the teller’s work and given special attention 
by an officer delegated to such work. 

Work of the Loan Clerk. — The loan clerk as a general 
rule has charge of the collateral loans. Where the 
volume is large there may be several divisions of the 
work m charge of various individuals who give atten- 
tion to one class of loans. This work has one attractive 
feature in that, in due time, it brings under the attention 
of the loan clerks all kinds of stocks and bonds and 
all classes of commodities, thereby giving them a valu- 
able knowledge of security and commodity prices and 
the market movements. It is a valuable training 
school. 

The work of this department, or loan clerk, consists of . 

(a) Examining and passing upon collateral. This 
includes an exa min ation as to its form, and the market 
value. 

(&) Watching the margin, which means constant 
oversight of the current values and the relation of the 
amount loaned to the market value 

(c) Releasing one kind of security and accepting other 
kinds — commonly called substitutions. 

(d) Computing and collecting the interest. 

(e) Collecting such loans as are called or mature. 

( f ) Keeping the loan records. 

Collateral. — Collateral consists of two general classes. 

(a) Listed, and ( b ) unlisted. The former includes 
stocks and bonds which are traded in on stock exchanges 
the market value of which can readily be deter- 
mined and sales quickly made if necessary. The New 
York Stock Exchange, being the largest and most active 
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in the United States, becomes the trading center of the 
country, but other exchanges have a large number of 
listings not found m the New York quotations. 

Before a security can be traded m on the New York 
Stock Exchange, and others as well, it must meet 
certain requirements and be accepted by the Board of 
Governors of the Exchange. The company must file 
extensive data on its business, periodical reports, and 
submit to other tests as to regularity of operation. It 
by no means follows that all the good securities are 
listed, for this is not the fact, there being many high 
grade securities not traded in on any exchange; but 
listing with a recognized exchange has the advantages of 
publicity, a ready market and daily quotation of values 
In New York, besides the New York Stock Exchange, 
the recognized leader in this country, there are the 
Consolidated Exchange and the Curb Market, now 
housed m a building of its own instead of doing business 
on the street as formerly obtained. In addition there are 
the cotton, coffee, and gram and produce exchanges, etc 
dealing in their respective commodities. 

Unlisted Securities. — There are many stocks and 
bonds of high intrinsic value which are not listed on 
any exchange, nor actively bought and sold. Their 
market is limited Banks do not freely accept such 
securities, and when accepted, their value is determined 
from private sources or first hand knowledge For 
instance, bank stock is as a rule unlisted. Many bank 
stocks are exceedingly valuable but have a limited 
market. A few are actively traded in in New York and 
quoted constantly. Some brokerage houses have depart- 
ments that specialize in bank stocks. The market for 
such stocks is local as a rule, and the value is determined 
more often from the statements than from sales, which 
are infrequent. The dividend rate is also a large factor 
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in determining the market value. Thus, a stock paying 
12 per cent yearly would, as a rule, have a market value 
of $200 a share, 6 per cent being the basis of reckoning 
income values The book value may be m excess of 
this figure and the market value may be still higher if 
the bank is making money and building up its surplus 
and undivided profits. 

The most troublesome kind of unlisted collateral is 
that of local companies and particulaily land companies 
whose operations m real estate form the basis of stock 
issues As a general rule such stocks have no market 
and very often little or no intrinsic value, there being 
exceptions to this as to all other rules. 

Valuing Collateral. — In determining the value of 
collateral, the loan clerk will rely first upon the daily 
papers which publish the quotations of the several 
stock exchanges. He must know where to look for 
various securities. Not finding the quotation m the 
paper, he will turn to the “Stock and Bond Quotation 
Section” of the Financial and Commercial Chronicle , 
published monthly, which gives the bid and asked 
prices of a very large number of security issues. It 
covers the field most thoroughly although not completely. 
Herein the securities are classified into : Steam railroad 
bonds; steam railroad stocks, public utility bonds; 
public utility stocks; industrial and miscellaneous stocks 
and bonds; municipal and government bonds; foreign 
government bonds, bank, trust company and insurance 
stocks, etc. One must know m what class to look for 
quotations 

Failing to find the security listed in the Chronicle, 
the loan clerk or bank officer will make inquiry of some 
bank m the vicinity of the property or fall back upon 
the Dun or Bradstreet agencies for reports of condition. 
A bank checking usually brings satisfactory results, and 

40 
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if some bank is not able to give an opinion or a quotation, 
it is a good security to leave alone. 

For instance: The bonds of a trolley road in New 
York State are offered as collateral. They are neither 
listed nor quoted. The coupons are payable at a certain 
trust company in Rochester. We assume the trust 
company to be familiar with the affairs of the company 
and the quotations on its securities. By writing the 
trust company we get an opinion that will be a safe 
guide in loaning thereon. The only market for these 
bonds may be in Rochester and vicinity. Again: In 
a certain loan there was a block of stock of a western 
manufacturing company whose name will frequently be 
found in the advertising columns of the monthly and 
weekly magazines. The only market for the stock is 
among the officers and stockholders of^the company, 
but the stock is exceedingly valuable and is eagerly 
sought after by those on the inside. A letter to the 
company or the home banks will bring favorable informa- 
tion regarding this stock. 

Mixed Collateral.- — Banks prefer to have the collateral 
to a loan “mixed” — that is, of more than one kind of 
security. These classes are commonly called “rails” 
and “industrials ” The former includes all kinds of 
railroad securities and the latter public utility and 
industrial companies. Banks make their own rules 
regarding the proper proportion of each class, and where 
rails are favored, such loans are given a lower rate than 
an industrial loan. Banks favor a miscellaneous lot 
of good securities as collateral rather than a loan on 
collateral of one kind. In case of sale, the latter process 
might throw on the market more than it could absorb 
and depress the price, while the sale of a miscellaneous lot 
of securities would have no material effect on prices 
No rules can be laid down in this respect, each loan stand- 
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mg on its own merits, and each bank making its own 
regulations. 

Substitutions. — In all collateral loans, the borrower 
is permitted to withdraw securities and substitute others 
of hke or greater value. This feature is especially 
true of stock exchange loans made m the money centers. 
The brokers may sell any or all of the securities pledged 
with the bank, take them out of the loan for delivery 
purposes and keep the loan alive by substituting others. 
In a rising market the broker may withdraw securities 
without making payment, inasmuch as the margin 
grows greater as the securities become more valuable 
and the bank will be satisfied if a margin of 20 per cent 
is maintained. Substitution slips are sent with the 
new securities, giving the name and number of shares or 
bonds withdrawn, and the name and number of shares 
or bonds substituted and the amount of the market 
value. A bank should always be in position to account 
for all securities handled by it, therefore no security 
should ever leave its hands without proper voucher. 

Some loans are so active and the collateral is changing 
with such frequency that the exact status of the loan 
cannot be known without frequent checking. Once a 
■week or oftener such loans are examined as to the charac- 
ter of the collateral and the margin. If not up to the 
bank’s requirements the borrower is required to make 
such changes as wall accomplish the purpose. 

Substitutions are recorded on the cards and in the 
loan ledgers. Collateral released is so marked, with the 
date, and new collateral is added at the bottom. It 
often becomes of considerable importance to trace the 
course of stocks and bonds through the bank and to 
identify certain securities in connection with loans. 
Bank auditors as a rule require proof of the withdrawal 
of collateral by receipt of the borrower or his order 
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directing the disposition of the securities. All collateral 
received must be accounted for, either by delivery on 
the customer’s order or sale. Otherwise collateral 
might easily be taken out of loans by abstracting clerks 
and used for their own benefit. 

The Margin. — In making collateral loans httle regard 
is paid to the status of the borrower, reliance being 
placed in the security pledged. It must therefore follow 
that the security of the collateral is paramount. To this 
end, collateral loans are “margined” by lending only a 
portion of the value of the securities pledged. Margin 
may be defined as “the excess of the market value over 
the amount loaned.” This margin is usually 20 per cent 
or, to put it reversely, banks lend up to 80 per cent 
of the market value of securities, except in government 
issues, where only 10 per cent margin is required. In 
carrying loans for dealers m municipal bonds, banks will 
lend as high as 95 per cent of the market value for short 
time loans. The loans are checked over frequently, 
especially in a falhng market, and if the margin is 
impaired, more collateral is called for or a reduction in 
the loan is required. The loan clerk has constant care 
over this point. It is important. 

In lending upon unlisted securities, a larger margin is 
required in order to allow for the slow realization in 
case of sale. From 60 to 75 per cent on unlisted col- 
lateral would not be unfair to the borower and as a rule 
safe to the lender. 

In the large banks a ticker service is maintained and 
the quotations are watched with care, especially m a 
falling market. When the margin shows depletion, 
margin calls are sent out in the evening and made good 
the next day. 

Good Delivery. — In accepting stocks and bonds as 
collateral, the bank must be m position to sell the same 
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if the loan is called or the margin becomes depleted. 
They must therefore be in proper form for delivery. 
This is called “good delivery” and good delivery means 
in such form as to pass on the stock exchanges, particu- 
larly the New York Stock Exchange. Therefore: 

(а) Coupon bonds are good delivery without any 
accompanying instruments The coupon next due 
must be thereon. 

(б) Registered bonds must be indorsed and witnessed, 
and the indorsement must be by the registered owner. 
As a rule this is done by a power of attorney m blank, 
registered bonds not having a place for assignment of 
the owner’s interest. 

(c) Stocks must be indorsed in blank on the back 
exactly in the same name as appears on the face. 
This must be witnessed, and should be in blank 

( d ) Stocks in the name of deceased persons will 
require certificate of appointment of the representative 
In New York consent of the State Tax Commission to 
make the transfer is also requited, and the signature 
of the executor, administrator, trustee, etc., should be 
authenticated. 

(e) Stocks in the name of societies, lodges, etc., will 
require resolution to sell duly adopted and attested by 
seal and the secretary. 

(/) Stocks in name of corporations will require resolu- 
tion of the Board of Directors, duly passed, with quorum 
present, and attested by proper officers, giving other 
officers power to make the transfer. 

(g) Non-negotiable instruments, such as mortgages, 
will require assignment. 

(h) Frequently it is required that the signature be 
guaranteed by a bank or a brokerage house. 

Bookkeeping of the Loan. — The collateral loan is 
evidenced by a collateral promissory note, loan agree- 
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ment, day loan agreement, etc. The collateral is 
enclosed in a loan envelope which has on the outside 
Name of borrower, date, rate, maturity and list of 
collateral with market values. 

The loan is credited to the borrower’s account by 
credit ticket and charged against loans, classified if 
desired, on the general ledger. The loan is next entered 
in the collateral loan ledger under the borrower’s name. 
The information taken is: Maker, address, date, rate, 
maturity, list of securities, par value, amount loaned, 
market value, taking with the name enough to identify 
the issue, such as “New York Central Debenture 6s of 
1941” with their numbers, and not merely “New 
York Central Bonds” of which there are several issues 
After fifing the envelopes in the security loan files, the 
bookkeeping is complete except as to collection of 
interest. This is done at stated periods, monthly, 
quarterly, etc., and always when the loan is paid 
Loans should be checked from the vault to the loan regis- 
ter by one who does not make the book entries, and 
examined as to good delivery, execution of note, and 
details of the loan. In no case should the loan papers 
and collateral be under control of the loan clerk after 
the loan is made part of the bank assets. 

Loan Cards. — Many banks use loan cards in addition 
to the loan ledger. The card contains a record of the 
transaction from inception to finish. On it are recorded 
the details of the loan, changes in collateral, rate of 
interest, etc. This acts as a check upon the window men 
m fisting, appraising, extending, etc. and also upon the 
clerk handling the loan register. Cards of different 
colors may be used to distinguish the various classes of 
loans, making it easy to verify the amount out on each 
class. 
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Loans Made Journal. — The “loans made” journal 
is a book which records the loans as made seriatim. 
This book contains the consecutive loans by name, and 
amount under the proper classification, as Demand, 
Time, Demand Street, etc., so that at the end of the day 
each class may be charged with the amount advanced. 
The credit side will account for the proceeds of each 
loan, as credit to borrower’s account, caslner’s check, 
renewal, etc. 

Loans Paid Journal. — As there is a book recording 
loans made, so there will be a loans paid book to keep 
account of loans paid off. It is sufficient to record the 
name of borrower, loan number, rate, amount and 
account to be credited; and contra, the account to 
be debited. The book may be ruled for the various 
classifications in vogue, shoAvmg the loans in each class 
paid from day to day. 

Loans for Correspondents. — Call loans afford an 
outlet for the mvestible short time money of 
the country banks. These banks find themselves m 
funds at certain times of the year, which cannot be 
placed in permanent investments, or even loaned out 
for a stated period. The demand for the return of 
the funds to the depositors may come at any moment or 
may be anticipated. In order to be in readiness to make 
such payments, the country banks place the funds out 
on call through their city correspondents. The latter 
act as agents on behalf of their customers in making 
the loans, charging the account when the loan is made 
and crediting the amount when the loan is called. 
The collateral is held by the city bank for the account 
of the country bank, interest is collected and all details 
attended to as if the loan were their own. For this 
service no charge is made in certain banks, while in 
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others a small fee, usually one-eighth of 1 per cent, is 
charged as a service fee. 

Participations. — In making such call loans, the city 
bank will often sell a "participation” in a call or street 
loan to a country bank. This means that the country 
bank takes a part of the loan with some other bank. 
The city bank holds the collateral for the joint pro- 
tection of both institutions. The process of making 
a call loan on a participation basis - may best be seen 
by illustration. 

New York is the only place where money m any 
quantity can be loaned at all times at some rate. This 
is due to the fact that the stock exchange operations 
of the New York brokers seem to have an insatiable 
appetite for money, and the demand is never fully 
satisfied, although at times the rate may be as low as 
1 per cent for call or street loans. 

The First National Bank of Smithville has received 
a deposit of $100,000, the proceeds of a bond issue, 
sold for the purpose of erecting a public school. The 
contract has been awarded and it is known for a certainty 
that the money will be withdrawn during a period of 
six or eight months. It would be unwise to purchase 
bonds with this money, for when it is needed the market 
may be depressed and a loss result. At the same time, 
the bank has agreed to allow a nominal rate of interest 
on the deposit, and must reimburse itself by investing 
the funds in some manner. It decides to purchase 
$50,000 of commercial paper maturing m six months, 
to provide for the last amounts to be drawn, and places 
the balance "on call” m New York. It will notify 
its New York correspondent to "loan for our account, 
fifty thousand dollars, and charge our account.” In a 
day or two it will receive a letter stating 
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Advice Participation Collateral Call Loan 

Acting under your instructions we have to-day charged your account 
$15,000 for a participation sold to you of like amount in call loan to Doe 
& Co dated 1/15/23 for $300,000 at 4>i per cent, secured by collateral 
having a present market value of about $360,400 

We hold the note or agreement evidencing the loan and the collateral 
for account of all participants, pending payment 

Subject to your further instructions, our undei standing is that upon 
payment of this loan you authorize us to reloan a like amount for your 
account on call by way of participation or otherwise, also that we are 
authorized with respect to any loan m which you may have an interest, 
m our discretion, without advice to you, to call the loan, to change the 
rate of interest and to allow withdrawal of collateral with or without 
substitution, and m case of non-payment to sell the collateral 

This participation is sold to you without recourse to us other than to 
account to you for your pro rata share m the proceeds of the loan and 
interest when paid or liquidated 

While we endeavor to exercise care m the handling of all loans of this 
character we assume no responsibility beyond that of good faith 

As compensation for our services m handling the loan you agree to pay 
us at the rate of }£ per cent per annum upon the face of the loan 
Please sign and return to us the enclosed confirmation 

Very truly yours, 
Cashier 

The country bank will open a loan account with John 
Doe and Co., placing as collateral the certificate of the 
New York bank. When the interest is due on this 
loan, the New York bank will collect from Doe and Co and 
credit the First, Smithville. If the loan is paid, another 
will be substituted. Inasmuch as the interest rate on 
such loans changes frequently, the city bank will notify 
the country bank as soon as any change in interest rate 
takes place, so that the computations may be checked up. 

The first payment on the contract becomes due and 
check is issued by the school authorities for $50,000. 
The bank is not prepared to meet this at the moment, 
but calls up the New York bank and advises the latter 
to call the Doe loan and credit their account. 

Doe and Co. are notified to pay the loan immediately, 
or it is taken over for some other bank having short 
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time funds for loaning purposes. The city bank will 
credit the country bank $50,000 and interest to the date 
of payment and with this credit the $50,000 draft of 
the school district will be met. 

The Money Market. — The “ money market” is the 
available loanable funds held by the banks. The 
principal market is New York and the center is 
the New Y ork Stock Exchange. There are money brokers 
who represent the banks in lending in the open market 
and who act as the intermediary between the banks and 
the borrowers. The money brokers have their stated 
places on the floor of the stock exchange. Some banks 
have their own broker who represents the particular 
bank. As soon as the banks have received their clearing 
house exchanges for the day they know their loanable 
position. The money market opens at eleven o’clock, 
when the banks and the brokers meet at the money 
table in the stock exchange. The brokers’ needs have 
been listed with the money brokers beforehand, and 
the demand for money is fairly well known before the 
money market begins to function. Having had an 
hour of stock exchange operation as a guide, the activity 
for the day can be approximated and provided for 
The basis of the market is the loan rate of the day before 
Money will be offered by the banks at one rate and bid 
for at another by the brokers. As loans are placed 
the banks are notified and the loan papers with col- 
lateral are sent to the banks and cashier’s checks received 
in payment. About noon the prevailing rate has been 
established sufficiently for the stock exchange officials 
to send out an official rate which constitutes the renewal 
rate for the day. As soon as this news goes out ovei 
the ticker, the loan clerks in the banks will raise or 
lower the rates on their call loans made to brokers and 
notify their clients in case of change. 
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Banks are not bound to observe the official market 
rate, and may make any rate they choose. A bank 
would not naturally cut into the market rate unless 
it had an abundance of funds, m which case it would 
establish the market rate, if large enough to do so One 
large bank in New York prides itself that it has never 
quoted more than 6 per cent to anyone, no matter how 
high the market rate might rise. The renewal rate is, 
however, generally the prevailing rate and is quoted 
in all newspapers publishing Wall Street quotations. 
Banks holding call loans for correspondents advise them 
of any change in the rate. The renewal rate is for one 
day only, as is also the market rate. It is not customary 
for banks to change the rate on regular loans to customers 
and the foregoing applies to brokers’ loans only. 

In a tight money market the brokers will bid rates 
up and the banks will offer money high, so that the 
demand and supply of loanable funds is the regulating 
factor. The rates are also fixed at different figures 
according to the class of collateral, and in making these 
loans the money brokers and stock exchange officials 
may apportion the funds among the boi rowers. Loans 
are usually made in round sums of $50,000 and $100,000, 
but may be m any amount agreed upon between the 
parties. The quotations are for lots of $50,000 as a rule 

With the power to fix the interest rates for Wall Street 
loans, it follows that the money lenders can create any 
desired situation by raising or lowering rates. By raising 
rates they can check borrowing and increase the profits 
of the banks, and by lowering rates they can stimulate 
borrowing and security buying. 

After fixing the renewal rate, unforeseen happenings 
may reduce or increase the rate for new loans, and the 
money market changes as frequently as the need for loans 
manifests itself. It by no means follows that money can 



636 


COMMERCIAL BANKING 


be borrowed at the renewal rate during the rest of the day, 
and the brokers will ask whatever the borrower will pay. 

The right to call loans up to one o’clock has an impor- 
tant bearing on the money market rate If a large 
amount of loans were called during the day, the brokers 
would have to pay whatever was asked; and these calls 
may not come m until after the renewal rate has been 
estabhshed A lowering of rates may come from advices 
from interior banks to place money on call for their 
account, after the market rate has been fixed. A rise m 
rates may come from a large calling in of loans by corre- 
spondents. The rate for street loans rose as high 
as 127 per cent on Oct. 29, 1896. During 1920 the rate 
rose as high as 30 per cent, but as a rule call money rules 
below 5 per cent and at times has been as low as 
per cent 

The high rates above mentioned would be usury were 
it not for a provision in the New York law which allows 
the borrower and lender to agree upon any rate they may 
see fit, provided the loan is payable on demand, is 
secured by collateral and the amount exceeds $5,000. 
Under this law call loans in Wall Street carry what- 
ever interest the parties consent to without becoming 
usurious. 1 

Time Loans and Rates. — The rate for time loans is 
usually higher than for call money. These rates are 
fixed by the banks working with other money brokers 
who make a business of obtaining money for stated 
periods, usually under six months. The broker is 
willing to pay a higher rate for the certainty of knowing 
what the rate will be and that his loan is safe for a 
definite period. The bank in substance charges a 
premium for foregoing its right to alter the rate and take 
advantage of a rise m the market. The fluctuations in 

1 Sec 115, New York Banking Law 
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time rates are nominal. The rate for commercial paper 
follows closely the rate for time loans, since this form of 
paper runs from four to six months and is essentially a 
time loan. 

Interest Fates. — The general agreement in call loans 
is to the effect that the borrower will pay the daily 
renewal rate as long as the loan runs, unless it was 
made at a flat rate when accepted; but such loans are 
usually on a time basis. Special agreements may be 
made as to the rate, some banks refusing to charge their 
customers the going rate when it soars beyond a certain 
point. When the rate is changing frequently, the 
borrower is notified of each change of rate, which is 
marked in his ledger account for computation purposes. 

Collection of Interest. — By custom in New York 
borrowers on call loans pay interest monthly. State- 
ments are sent to borrowers and settled for by check 
or charged to the account. Coupons on bonds held 
as collateral are collected by the bank only when so 
requested. The coupons are cut, collected and credited 
to the borrower; or they may be sent to him for like 
purpose. 

Loan Contract. — Instead of signing a collateral promis- 
sory note for each loan, the broker or borrower executes 
a loan agreement which covers all loans made by the 
bank to him. It is a lengthy document but in substance 
it gives the bank a hen upon all the collateral for any 
debt due by the borrower to the bank. It gives the 
bank the right to sell the collateral to reimburse itself 
for loans made. It gives the bank a lien upon the 
borrower’s balance. The bank has a right to demand 
additional collateral and to sell with or without notice 
at public or private sale any securities held by it to 
pay any indebtedness, or to make good any deficiency 
of margin The borrower waives notice of proposed 
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, sale and consents that the bank may purchase the 
security itself. The loan contract is general and covers 
all loans and all property in possession of the bank 
It is a valuable and at the same time a dangerous 
instrument according to which side it represents. 

The Day Loan. — The “day loan” is a device used by 
brokers who need temporary accommodation from day 
to day. A quantity of collateral is kept with the bank 
and covered by an agreement similar to the call loan 
contract. Under this contract the bank will credit to 
the account from time to time enough funds to cover 
the bi oker’s checks which are presented for certification 
It is contemplated m the day loan that the loan is for 
a very short period — it may be a few hours — and that the 
balance shall be restored at the close of the day from 
the bi oker’s regular deposits. It is essentially a safety 
device to cover overdrafts, which would occur were not 
the day loan used to make the drawings good when 
presented for certification. 

It was formerly the custom in Wall Street transactions 
for the broker to arrange with his bank to certify up to a 
certain amount during the day to cover his dealings 
for the day. It was overcertification, and contrary 
to the law, but widely in use. It was finally prohibited 
by the authorities as against the law and good banking, 
and in its place there has arisen a custom of making 
day loans to brokers. 

In the morning the broker estimates his probable needs 
for the day and executes a note for the amount, with a 
day loan agreement. Some banks require a deposit of 
collateral and others loan on unsecured notes of well 
known houses. The amount of the loan is placed 
to the broker’s credit and certifications are made against 
it. By three o’clock the loan must be paid or secured 
by collateral. As a rule no interest is charged on the 
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day loan, since it does not run a business day. The 
bank’s only profit comes from the actual cash balance 
carried by the broker 

Guarantee of Loans. — It frequently happens that an 
individual will be willing to guarantee the payment of 
all paper discounted by another, or a firm or corporation. 
It would be inconvenient for him personally to indorse all 
such paper, and he may lend his credit through a guaranty 
of payment. This is a separate instrument by which the 
payment of certain specified notes are guaranteed; or the 
guaranty may be general and cover all loans made to 
the party accommodated. This guaranty should be 
drawn by an attorney, and should cover all renewals and 
extensions of the notes discounted. In short, the guar- 
anty should cover the indebtedness of the borrower to 
the bank, of whatever nature, up to a stated am ount. 
The guaranty should be renewed from time to time, and 
it must be understood to expire with the guarantor’s 
death. Where the guaranty is looked upon as the princi- 
pal strength of the credit line, it should be given frequent 
and careful attention, lest the guaranty become worth- 
less. Oral guarantees should never be accepted under any 
condition. The statement made by a bank director at 
one time, that he would become personally responsible 
for all loans that were introduced by him, was accepted 
in good faith; but upon seeking to collect upon this 
statement the bank found itself helpless at a cost of 
about $10,000. 

The Yield Book. — It is helpful if not necessary that a 
bank know the income from its loans; particularly where 
the loans are made at various lates. For this purpose 
the loans are grouped according to interest rate. After 
this is once estabhshed it is an easy matter to keep it up 
to date. The loans made each day are classified and 
carried to the yield book and those paid are deducted. 
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By taking the total loans and dividing this amount into 
the interest receivable for a day or a year, the average 
income may be ascertained. This is applicable alike to 
loans on collateral and on discounts. 

C allin g Loans. — A call loan is, as its term imphes, 
callable at any time at the election of the lender and is 
payable at the option of the borrower. By custom 
loans that are not called before 12.15 in New York are 
held over until the next day. Loans called must be paid 
by 2 :15. Upon receipt of a certified check and identifica- 
tion of the messenger, which consists of an identification 
slip given when the loan was made, the collateral is 
delivered. Time loans are of course due on their 
maturity date. As a matter of courtesy, and in order to 
keep the files free from past due paper, banks as a rule 
send out notices of maturing notes about ten days in 
advance. They aie under no obhgation to do this, but 
experience demonstrates that it is a good policy. 

Prepayment of Loans— Renewals. — Loans are fre- 
quently anticipated m their payment. These are, of 
course, time loans. If their payment is anticipated, 
the bank will refund the interest charged for the unex- 
pired time; but if the prevailing rates are lower than the 
loan carried when put through, the rebate will be at the 
current rate. Where a loan is renewed, it is treated as a 
new loan in the records, and put through as such and so 
indicated. The old loan or note is cancelled, crossed off 
the record, and the new note put through. Renewals are 
generally passed upon by the officials without reference 
to the committee. 

Merchandise Loans. — Any commodity which has a 
market may constitute the basis for a bank loan; and 
those commodities which are essential to human life 
afford collateral that is quite ideal. Of such character 
are food stuffs, particularly the non-perishable, raw 
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material such as wool, cotton, rubber, leather, etc. 
Perishable commodities such as fresh meats, butter, 
eggs, fruits, vegetables, etc., are good collateral only for 
a limited time. 

In loaning upon commodities, the banks carry the 
financial load from the time the raw material leaves the 
grower until the finished product is sold to the consumer. 
To illustrate: A cotton grower in the South may pledge 
his crop to a bank before it is harvested. As soon as the 
cotton is ginned and baled and placed in storage, or on 
board the car, a warehouse receipt or a bill of lading is 
issued against it. The bank protects itself by holding the 
bill of lading or storage receipt. If it goes into the mill, 
the bank may hold the cotton under trust receipt. When 
shipped out as cotton cloth, the bank may again receive 
a bill of lading In the hands of the merchant the 
cotton cloth forms part of his general assets, pledged 
against his open line of credit. When the cloth is sold, 
the bank may receive an assignment of the account 
against the buyer, and thus from raw material to con- 
sumer the bank does the financing. 

Rules in Loaning upon Merchandise. — In loaning 
against commodities the following rules should be 
observed : 

1. The merchandise should have a broad, active and 
steady market. 

2. The quality of the merchandise should be ascer- 
tained from inspection or certificate from authorized 
inspectors 

3. The quantity should be accurately determined. 

4. The title to and control over the merchandise 
should be in the bank. 

5. The margin should be at least 20 per cent on market 
values. 

6. The market should constantly be watched. 

41 
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7. A proper amount of insurance should be carried, 
running to the bank 

In loaning upon commodities the bank will have 
its selection, running from wheat flour to rare and costly 
drugs, from smoked meats to freshly picked fruit. 
In making such selection, the market must be considered 
as the controlling factor, and only such articles selected 
as will be leadily salable at any time, and whose range 
of prices does not fluctuate violently. In a rising 
market, such as obtained during the war, a loan on any 
kind of merchandise grew better day by day, as prices 
were advancing. But when prices began to tumble with 
unheard of violence, commodity loans became a menace 
to those banks which had loaned freely at the peak of 
prices. For instance, a loan on sugar, at 5 cents a pound, 
with the market at 6 cents, would ordinarily be safe; 
and when sugar began to climb up to 20 cents a pound, 
the loan constantly grew better; but a loan at 20 cents 
a pound on sugar that was selling at 25 cents a pound 
might easily and did, in certain cases, cause heavy losses 
to those banks which were accepting such business. 
Six-cent sugar is safe sugar , 25-cent sugar cannot last long 

There is always the danger that perishable or semi- 
perishable articles may spoil through lapse of time. 
Gram will heat under certain conditions; articles m 
cold storage are governed by food laws, and cannot be 
kept too long and remain salable. Dampness will 
destroy leather and other semi-perishable commodities. 
Therefore constant thought must be given to such loans 
if the quality of the merchandise is to be kept in 
condition. 

In many hnes of industry, qualified inspectors are 
employed whose certificates are accepted the world over 
as to the quality of the goods. Thus, grain which is 
graded at Duluth by expert gram inspectors will be 
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accepted in any market at the grading established at 
Duluth. Likewise as to cotton. Being assured of the 
quality, the quantity may be ascertained from recognized 
weighers, as in coal, grain, etc., and by measurers as 
m lumber. If one hundred bales of cotton of a certain 
grade were to be loaned against, the number of bales 
could be ascertained by count; the quality by the 
inspection certificate. 

The Margin on Merchandise Loans. — Merchandise 
loans are made with a safe margin to allow for changes 
in the market value; and to this end the market must 
constantly be watched in order that the value of the 
merchandise may not depreciate to the point of imper- 
illing the loan. A rapid fall in prices will necessitate 
a reduction of the loan or more collateral. In the 
deflation period following the war, many banks were 
caught m the net of a rapidly declimng market, and 
could not obtain reductions m the loans, or more col- 
lateral and took heavy losses m consequence. Goods 
held as collateral were turned over to the banks, or 
loans were called with no effect, so that many bank 
officers unwillingly became merchants instead of bankers, 
trying to work out their loans by sales of goods. 

In placing goods in warehouse, insurance is generally 
taken out, and the policy made to run in favor of the 
bank “as its interest may appear,” which policy should 
be in possession of the bank. In the case of bills of 
lading the carrier becomes responsible for the safe 
delivery of the goods and is also an insurer. 

Title to merchandise used as collateral is evidenced by 
two instruments, (a) the warehouse receipt; and (6) 
the bill of lading. 

Warehouse Receipts. — In placing goods in storage 
warehouses, there is issued to the depositor a warehouse 
receipt, which acknowledges the receipt of the goods 
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mentioned. This receipt specifies the goods with suffi- 
cient clearness to identify them, but does not guarantee 
quahty or quantity. It acknowledges the receipt of 
“twenty cases of dry goods, said to contain, etc.,” and 
identifies the cases by certain markings. There are two 
kinds of warehouse receipts, the negotiable and non- 
negotiable. The former may be transferred by indorse- 
ment, and is the kind banks should insist upon; the latter 
cannot be indorsed and the transfer would have to be 
by assignment or bill of sale The former carries title 
to the indorsee upon mere indorsement It has no red 
tape. 

Before the goods are delivered this warehouse receipt 
must be presented, and if part of the goods only is taken 
out, the goods released are indicated on the back. 

Such warehouses are found in all large cities, and store 
all kinds of goods. They are carefully managed and the 
receipt of a public warehouse is equivalent to a guaranty 
that the goods are in its possession. It guarantees 
nothing, however, but the possession of the goods. It is 
not an insurer. 

Warehousemen. — A warehouseman is one who is 
engaged in the business of storing goods for hire. He 
holds himself out as qualified and competent to store such 
goods as are entrusted to him and in so doing he is held 
to the exercise of reasonable care. He does not guaran- 
tee the quality or quantity of goods, nor does he insure 
them against fire or theft; but if he is negligent in 
providing against such risks he may be held liable. If 
goods are stolen by thieves and proper precautions have 
not been taken that an ordinarily careful man would take, 
negligence would make him hable. If the goods are 
damaged by a leaky roof, this too would be an act of 
negligence, but the owner of the goods must protect 
them from fire by insurance taken out and paid for by 
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himself. The warehouseman is under obligation to 
deliver the same articles and m as good condition as 
received. 

The laws of the various states are now quite uniform 
in their provisions as to public warehouses, and the 
receipts issued by them are uniform in the same sense as 
bills of lading and negotiable instruments are uniform. 
The receipt issued by a warehouse under these rules 
must contain • 

1. The location of the warehouse. 

2. Date of issue. 

3. The receipt number. 

4 A delivery clause stating whether the goods will be 
delivered to any holder, or to a specified person, or to a 
specified party or order The latter is called the “negoti- 
able warehouse receipt” and is the proper one for banking 
purposes. 

5. The rate for storage charges 

6. A description of the goods received, specifying the 
quantity, if m units, or by marks on packages for identi- 
fication purposes, where the goods are packed. 

7. Receipt of goods over an authorized signature. 

8. Any hens upon the goods arising by virtue of freight 
and cartage charges, handling, etc , that would act as a 
cloud upon the title of the property. 

9. Any other statements not inconsistent with the 
Uniform Warehouse Receipts Act. 

Classes of Warehouse Receipts. — Receipts for goods 
m storage are, as aforesaid, issued in two forms: (a) Non- 
negotiable. Such receipts agree to deliver the goods to 
the depositor or to a specified person. The goods are 
therefore not deliverable to anyone but the owner or 
the designated party. Such receipts cannot be indorsed 
to others. They fall under the class of restrictively 
indorsed instruments. 
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(b) Negotiable receipts. These agree to deliver the 
goods to the party named therein or on his order, and are 
therefore transferable from hand to hand as are negotiable 
instruments. N on-negotiable receipts must be so marked 
Duplicate receipts must be plainly marked so that 
confusion will not result on account of the two receipts 
being outstanding. 

Delivery of Goods. — Goods in warehouse and repre- 
sented by non-negotiable receipt are deliverable to 
the owner, or specified party, upon the payment of all 
charges against them. When represented by a negoti- 
able receipt they are dehverable as follows: 

1. If the receipt is properly indorsed to the holder and 
the holder can properly identify himself. 

2. The charges are paid. 

3. The receipt must be surrendered, properly indorsed. 

4. The goods must be receipted for when taken out of 
storage. 

The warehouseman is discharged 

1. If he delivers the goods to the person lawfully 
entitled to them and who offers the receipt in due form 
with indorsements, if the receipt is negotiable. 

2. If non-negotiable, the delivery is made upon due 
order of the owner, the risk of forgery being assumed by 
the warehouseman. He must hold a bona fide order 
for delivery. 

3. If he dehvers the goods to the holder of a negotiable 
receipt in due course. 

The warehouseman is liable to the holder of the receipt 
if he delivers goods without taking up the receipt. 
If he dehvers part of the goods he must either take up 
the original receipt and issue a new one for the remainder, 
or plainly indorse upon the original the goods taken 
out. The warehouseman in no sense guarantees the 
contents of packages. The holder of the receipt must 
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satisfy himself that the goods are therein as contemplated. 
The goods of each depositor must be kept separate inso- 
far as possible for indentification purposes; but if the 
goods are of a standard, they may be mingled with 
other goods of the same kind and grade. 

Thus in storing grain, it is obviously impossible to 
keep the various lots separate. The grain is stored 
according to grade and the warehousman is under no 
obligation but to deliver the stated quantity of the same 
grade. In storing canned goods, for instance, the ware- 
houseman may have a thousand cases of salmon; but 
salmon is of several grades and special brands. Each 
grade and brand has a separate value and he must not 
mingle one lot with another, but must redeliver the 
exact cases the receipt calls for. 

Warehouseman’s Lien. — The warehouseman has a 
lien upon all goods m his possession for all charges that 
may accrue against them. This includes. Charges 
advanced when the goods were placed in storage, 
labor in handling, weighing, interest on money advanced, 
expenses of notice of sale and commissions on sale of 
goods in default of storage charges. 

A warehouseman may assert his lien by: 

1. Giving notice to the person for whom the goods 
are held and to others known to have an interest m the 
goods that the claim is about to be asserted. This 
notice should be sent by registered mail or delivered in 
person to the parties in interest. 

2. A statement of such charges as have accrued. 

3. A description of the goods. 

4. Demand for reimbursement. 

5. Notice that unless claim is satisfied by a stated 
time the goods will be sold at public auction, giving time 
and place. 
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Where goods are perishable and deteriorating, or 
where leakage or breakage is likely to cause damage to 
other goods, the warehouseman may give notice of 
removal within a certain time, upon failure to do so he 
may sell the goods for account of owner or otherwise 
legally remove them to another place. Any excess 
received from sale, over and above the charges and 
costs, must be returned to the owner. 

Transfer of Warehouse Receipts. — A negotiable waie- 
house receipt is transferable by indorsement and delivery 
of the receipt It may be indorsed m blank and become 
a bearer receipt, or it may be indorsed to a specific 
person who must further indorse it. In this respect 
it follows the law of negotiable instruments. By such 
an indorsement the indorser conveys to the indorsee 
the same title as the indorser had. He also acquires 
the same rights against the warehouseman and the 
same liability to him as the indorser had. The 
transferer of a negotiable receipt warrants: 

(a) That the receipt is genuine. 

(b) That he has good title to it. 

(c) That he has no knowledge of any fact that would 
impair the validity of the instrument. 

(d) That he has a right to transfer the instiument, and 
thereby the title to the goods, that the goods are mer- 
chantable or fit for the particular use whenever such 
warranties would have been implied had the contract 
of the parties been to transfer the goods without a 
receipt. 

He does not warrant delivery by the warehouseman, 
but in a sense indorses without recourse, giving his 
indorser such title as he had in the goods. 

Under the Uniform Warehouse Receipts Act it is 
criminal for a warehouseman: 
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(a) To issue a receipt for goods not actually received 
or under his control at the time the receipt was issued. 

(i b ) To issue a receipt containing a false statement. 

(c) To fail to mark duplicate receipts as such. 

(d) To issue receipts for goods owned in whole or m 
part by himself without stating the fact. 

(e) To deliver goods without taking up the negotiable 
receipt issued, thereby leaving such receipt outstanding. 

It is also criminal for one to store goods to which he 
has no title, and to take a negotiable receipt therefor, 
or to take out a negotiable receipt for goods under mort- 
gage or hen and to negotiate this receipt, without stating 
clearly the existence of such lien or mortgage. A ware- 
houseman is bound by the acts of his servants and agents. 

Trust Receipts. — Changes in the nature of merchan- 
dise used as collateral may occur as frequently as in 
stock exchange loans. Borrowers aie constantly trading 
and find it necessary to take out merchandise of one kind 
and lodge other commodities or other quantities of the 
same kind. Warehouse receipts cannot be split up into 
sections according to the articles covered; but the same 
purpose is accomplished by indorsing on the back the 
amount of goods taken out. 

Goods in storage are frequently taken out by the 
borrower upon trust receipt. If he desires a portion of 
the goods he may give the bank his check or a trust 
receipt in return for the warehouse receipt. The amount 
of goods required is then taken out, a new receipt issued 
and returned to the bank, which turns back the trust 
receipt or check. Goods are taken out on trust receipt 
for manufacturing purposes, or for sale and delivery. 
In such cases a trust receipt is executed which retains 
the title to the goods in the bank, while allowing the 
borrower to use the same for specific purposes. He 
agrees to pay the value to the bank in due course, and the 
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title of the bank to the material or any products manu- 
factured therefrom remains good until the trust receipt 
is cancelled. The chief virtue of the trust receipt lies 
in the fact that it gives the borrower the right to use the 
goods as trustee, while not surrendering the claim of the 
bank thereto. 

The safety of the trust receipt plan hes in the integrity 
of the borrower. For any breach of faith he would be 
legally responsible and to convert the goods to his own 
use would be a penal offense. 

Bills of Lading. — -With every shipment of goods, by 
rail or water, there is issued a bill of lading. This, like 
the warehouse receipt, acknowledges the receipt of 
certain goods, but receives them for transportation to a 
given destination, and likewise identifies the goods, but 
does not guarantee the quality or the quantity, except 
as to the number of packages, or the stated number of 
pieces. 

With a Uniform Negotiable Instruments Law, and a 
Uniform Warehouse Receipts Act and a Uniform Bills 
of Lading Act, making the laws respecting these 
instruments qmte the same throughout the country, 
we have a very desirable banking situation. The bank 
knows that the practices and rules are standardized m the 
various states. It may therefore handle such instru- 
ments in the knowledge that the laws are the s am e every- 
where. In treating the three subjects above mentioned, 
we are able to do so without qualifying statements as to 
a conflict of laws between states. 

Bills of lading have to do with the transportation of 
property; and as property in warehouses can be safely 
pledged as collateral, so property in transit may 
safely be accepted if accompanied by proper documents 
in due form. A carrier is a person or corporation whose 
business consists in transporting goods for hire. The 
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medium may be water, rail, automobile truck or horse- 
drawn vehicle A private carrier is one whose chief 
business is not the carriage of goods, but who does so 
occasionally for hire or gratuitously. One whose chief 
business is to transport goods is a common carrier. A 
common carrier must accept goods tendered to him with 
the established rates, as long as he has accommodation 
for the same. He is liable for losses and injuries 
suffered to the goods while in his possession, except such 
injuries as are the act of God or of a public enemy, or 
the owner himself. 

He is thus an insurer of the goods He insures their 
safe delivery and their condition at delivery. The most 
common of the public carriers are the railroads and steam- 
ship lines and this discussion has chiefly to do with bills 
of lading issued by them. 

A bill of lading may be defined as 

A written acknowledgement of the receipt of goods ab described by 
a carrier, and an agreement for a consideration, to transport and deliver 
the same at a specified place to the consignee designated therein. 

Every bill of lading must contain the following: 

1. Date of issue. 

2. Name of shipper. 

3. Place of receipt 

4. Place of delivery. 

5. Statement as to whether the goods will be delivered 
to a specified consignee or upon his order. 

6. Description of the goods. 

7. Signature of carrier’s agent. 

The acceptance of the bill of lading binds the shipper to 
the contract of shipment and need not be signed by the 
shipper. 
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Bills of lading are classified into ‘ 1 straight ’ ’ and ‘ ‘ order’ ' 
bills. The former are non-negotiable and contract to 
deliver the goods to the consignee named. The negoti- 
able bill agrees to deliver the goods to the order of a 
specified party. The production of the bill is required m 
the negotiable bill of lading, and is not required m the 
straight bill. The non-negotiable bill must therefore be 
marked “ non-negotiable” to distinguish it from the 
negotiable form. The latter is the form commonly 
used in banking transactions. 

On account of the perils of the sea, ocean bills of lading 
are usually issued m sets, in duplicate, but in domestic 
shipments duphcate bills are not used. In fact the issue 
of bills in sets in domestic trade is forbidden. If issued 
they must be plainly marked as to the duplication. 

Liability of Carrier. — A carrier is bound to transport 
such goods as are offered to it, unless it would plainly 
be against public policy to do so. Thus it would not be 
obliged to carry highly inflammable or explosive sub- 
stances except under certain conditions as to public safety. 
It would not be obliged to accept a shipment of perishable 
fruit or vegetables in winter without proper safeguards 
from frost. Otherwise it must accept what is offered 
and transport the same to place of destination, insofar 
as its fines run, and then by connecting fine. It must 
deliver the goods upon demand properly made by 
the consignee, if a non-negotiable bill has been issued; or, 
if a negotiable bill has been issued, to the holder m due 
course, properly identified, provided such demand is 
accompamed by: 

1. Carriage charges. 

2. The bill of lading properly indorsed. 

3. Proper receipt for their delivery. 

Therefore, the carrier can only deliver goods lawfully 
to: 
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The consignee named m a non-negotiable bill. 

The holder of a negotiable bill properly indorsed. 

Any person lawfully entitled to receive the goods. 

If the carrier delivers otherwise it is responsible to 
the true owner. If the carrier delivers the goods and 
fails to take up the bill of lading it is responsible to 
any holder of the bill who may present it and have good 
title to it. If a portion of the goods have been delivered, 
they should be plainly marked on the bill. It is not the 
custom for carriers to make partial deliveries, the general 
requirement being to surrender the bill; and if part of 
the goods are not desired they may be stored in^ the 
company storehouses under a warehouse receipt. 

In receipting for goods, carriers are careful not to 
incur obligations as guarantors of quality or quantity. 
The bills of lading specify a certain number of packages 
“said to contain,” etc , or a certain number of articles, 
or “shipper’s load and count” — meaning the goods have 
been loaded by the shipper himself and not inspected by 
the company. The carrier does not guarantee that the 
goods shall be as represented. It merely agrees to 
transport them safely to destination. 

Such companies are now held to the regularity of 
bills of lading issued by their agents, and if bogus bills 
are issued and held by bona fide purchasers for value, the 
company is responsible for the goods called for, even 
though they were never received. In other words, the 
company guarantees the acts of its agents. 

The Uniform Bills of Lading Act makes a bill of lading 
fully negotiable. It is therefore a safer instrument for 
bank loans than formerly obtained, and bills may be 
transferred by indorsement and carry good title to the 
goods represented thereby. The person to whom such 
a bill has been negotiated acquires: (a) Such title 
to the goods as his transferor had, or had ability to 
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convey to a purchaser in good faith and for value; 
and such title to the goods as the consignee or consignor 
had or had power to convey to a purchaser in good 
faith for value; and ( b ) the direct obligation of the 
carrier to hold possession of the goods for him according 
to the terms of the bill as fully as if the carrier had con- 
tracted with him directly. 

Transfer of Bills of Lading. — A bill of lading may be 
transferred by the holder by delivery, accompanied by 
an agreement, expressed or implied, to transfer the title 
to the bill or to the goods represented thereby. A person 
to whom a bill has been transferred, but not negotiated, 
acquires thereby, as against the transferor, the title 
to the goods subject to the terms of any agreement with 
the transferor, and as against third parties he acquires 
such title as his transferor had. If the bill is non- 
negotiable such person also acquires the right to notify 
the carrier of the transfer to him of such bill, and thereby 
become the direct obligee of whatever obhgations the 
carrier owed to the transferor of the bill immediately 
before the notification. Prior to the notification to 
the carrier or transferee of a non-negotiable bill, the 
title of the transferee to the goods, and the right to 
acquire the obligation of the carrier may be defeated by 
garnishment or by attachment or execution upon the 
goods by a creditor of the transferor, or by a notification 
to the carrier by the transferor or a subsequent purchaser 
from the transferor, of a subsequent sale of goods by 
the transferor. To be binding upon the carrier, the 
notice must be made to an officer of the carrier or author- 
ized agent and such officer or agent is allowed a reasonable 
time to communicate with the agent or agents having 
actual custody or control of the goods. Where a 
negotiable bill is transferred for value by delivery and 
the indorsement of the transferor is essential for negotia- 
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tion, the transferee acquires the right against the 
transferor to compel him to indorse the bill unless a 
contrary intention appears. 1 

A person who negotiates or transfers a bill of lading by 
indorsement or deb very, including one who assigns for 
value a claim secured by a bill of lading warrants, unless 
a contrary intention appears . 

1. That the bill is genuine. 

2. That he has legal title to it. 

3. That he has knowledge of no fact that would impair 
the vahdity or worth of the bill 

4. That he has power to transfer title to the goods and 
that the goods are merchandisable or fit for a particular 
purpose whenever such warranties would have been 
implied if the contract of the parties had been to transfer 
the goods represented thereby without a bill of lading 

Title to Goods Shipped. — It frequently becomes of 
importance to know who is the owner of goods in transit. 
The Uniform Bills of Lading Act provides that the form 
of bill indicates the ownership. Where goods are shipped 
by the consignor in accordance with a contract or order 
for their purchase, the form of the bill indicates the 
transfer or retention of ownership and the right to posses- 
sion as follows: 

1. Where, by the terms of the bill, the goods are 
deliverable to the buyer or his agent, or to the order of 
the buyer or his agent, the title is transferred to the 
buyer. 

2. Where, by the terms of the bill, the goods are 
deliverable to the seller or his agent, or to the order 
of the seller or his agent, the seller thereby reserves the 
property in the goods; but if, except for the form of the 
bill, the property would have passed to the buyer on 
shipment of the goods, the seller’s property in the goods 

1 Westerfield, “ Principles of Banking,” p 920 
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is deemed to be only for the purpose of securing perform- 
ance by the buyer of his obligations under the contract. 

3. Where, by the terms of the bill, the goods are 
deliverable to the order of the buyer or his agent, but 
possession of the bill is retained by the seller or his agent, 
the seller thereby reserves a right to the possession of the 
goods as against the buyer. 

4. Where the seller draws on the buyer for the price, 
and transmits the draft and bill together to the buyer 
to secure acceptance or payment of the draft, the buyer 
is bound to return the bill if he does not honor the draft 
and if he wrongfully retains the bill he acquires no added 
right thereby. 

If, however, the bill provides that the goods are deliver- 
able to the buyer, or to the order of the buyer, or is 
indorsed in blank or to the buyer by the consignee named 
therein, one who in good faith purchases for value the bill 
or goods from the buyer obtains title to the goods, 
although the draft has not been honored, if such pur- 
chaser has received delivery of the bill indorsed by the 
consignee named therein, or of the goods, without notice 
of the facts making the transfer wrongful. 

Where the seller of goods draws on the buyer for the 
price of the goods and transmits the draft and a bill of 
lading for the goods either directly to the buyer or 
through a bank or other agency, unless a different inten- 
tion on the part of the seller appears, the buyer and all 
other parties interested are justified in assuming: 

1. That if the draft is by its terms or legal effect 
payable on demand or presentation or at sight, or not 
more than three days thereafter (whether such three 
days be termed days of grace or not), the seller intended 
to require payment of the draft before the buyer should 
be entitled to receive or retain the bill; (2) that if the draft 
is by its terms payable on time, extending beyond three 
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days after demand (whether such three days be termed 
days of grace or not), the seller intended to require 
acceptance but not payment of the draft before the buyer 
should be entitled to receive or retain the bill. 

These assumptions are applicable and valid whether 
by the teims of the bill the goods are consigned to the 
seller or to his order, or to the buyer or to his order, or to 
a third person or to his order. 

Where a negotiable bill has been issued for goods, no 
seller’s lien or right of stoppage in transit can defeat the 
rights of any bona fide purchaser for value to whom such 
bill has been negotiated; and the carrier is neither 
obliged to deliver nor justified in delivering the goods to 
an unpaid seller unless such bill is first surrendered for 
cancellation. With the foregoing exception, the Uniform 
Bills of Lading Act does not limit the rights and remedies 
of a mortgagee or lien holder whose mortgage or lien on 
the goods would be valid apart from this Act, as against 
one who for value and in good faith purchased from 
the owner, immediately prior to the time of their delivery 
to the carrier, the goods which are subject to the mortgage 
or lien, and obtained possession of them . 1 

Under the present laws the issue of a bill of lading 
by any agent, officer or servant of a carrier, with intent 
to defraud, or who aids in issuing a bill of such character, 
knowing that all or any part of the goods called for m 
the bill have not been received by the carrier, or are not 
under the carrier’s control at the time of issue, is crim- 
inally liable. False statements made in bills, made 
knowingly, are also punishable as crimes. 

The issue of a duplicate bill, knowing the original is 
outstanding, unless the duplicate be plainly marked, 
is also a crime. The same applies to non-negotiable 
bills not marked “non-negotiable.” 

1 Westerfield, “ Banking Principles and Piactice,” p. 921 

42 
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It is a crime to ship goods to which the shipper has 
no title or upon which a lien or mortgage exists, and to 
take for such goods a negotiable bill, which is afterward 
negotiated for value with the intent to deceive, and 
without disclosing his lack of title or the existence of 
the lien or mortgage. Likewise the negotiation or 
transfer of a bill for value with intent to deceive, knowing 
that any or all of the goods called for m the bill are not 
in possession of the carrier or under its control, or control of 
a connecting carrier, without disclosing the fact, is made a 
crime. Lastly, the inducing of an agent or officer of a 
carrier to issue a bill, by false representations as to the 
possession of or control over the goods by the carrier 
or connecting carrier, when such possession or control 
does not exist, is made a crime. 

Loans upon Arrival Drafts. — Loans are frequently made 
against goods in transit. The shipper draws a bill of 
exchange on the buyer, payable upon arrival of the goods. 
The bill of lading is attached to the draft and offered 
to the bank for discount. If the papers are in due 
form, the bank will advance against the bill, and send 
the papers to its correspondent for collection. The 
latter presents the bill to the buyer, who honors the 
same upon the arrival of the goods. Upon receiving 
payment, the correspondent will remit to the sending 
bank, which deducts interest for the time the funds 
were loaned and the charges for collection, thus reim- 
bursing itself for the advances made to the seller. If 
the buyer places the goods in storage the bank may loan 
him the funds against warehouse receipt, thus placing 
him m position to pay the draft, out of which funds the 
seller’s bank will receive its payment. 

Book Accounts. — The most common method of extend- 
ing credit in the United States is through the medium of 
the book account, commonly called a “receivable.” The 
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seller opens an account with the buyer and charges 
him with the amount of the goods purchased. The 
terms are agreed upon at the time of sale and vary in 
different lines of merchandising. These terms run 
from ten to ninety days. In order to induce the buyer 
to make prompt payment, the seller offers a discount 
from the face of the invoice for prompt payment. These 
concessions are expressed as “2/10, 1/30, net 60,” 
which means, that if the bill is paid within ten days of 
its date, 2 per cent may be deducted; if paid within 
thirty days, 1 per cent may be taken off; but if it is not 
paid within sixty days no discount is allowed, and the 
bill becomes due sixty days from its date. 

These concessions are widely availed of, and many 
firms pride themselves upon taking their cash discounts. 
It is profitable, and if pursued consistently, will result 
in a high rating for the merchant as a credit risk. As 
a matter of fact, no higher compliment can be paid to 
an American merchant than to state that he always 
discounts his bills. It puts him in the prompt payment 
class, where every good merchant aims to be. 

In order to take advantage of these cash discounts, 
many merchants find it profitable to borrow at their own 
banks on their unsecured notes and to sell their unsecured 
notes in the open market. The latter is called selling 
commercial paper and will be found discussed under that 
head. Not only does the buyer borrow m order to obtain 
the cash discounts, but the seller finds it necessary to 
borrow also in order to carry his customers during the 
cash discount period. Therefore the wholesaler carries 
the retailer for a short period of time, and borrows m 
order to do so, while the retailer borrows in order to avail 
himself of the cash discounts offered by the wholesaler, 
and to carry his customers. 
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That this is profitable may be seen by example. In 
buying a bill of goods amounting to $1,000 the buyer 
has the option of taking $20 off if paid within ten days, 
or $10 may be deducted at the end of thirty days 
Assuming that the buyer borrows $1,000 for sixty days 
m order to take the 2 per cent, his bank loan costs him 
but $10 and he saves $20 by discounting the bill — a 
profitable transaction. There are, however, many busi- 
ness men who are short of funds and who are not large 
enough to sell their paper m the open market and at the 
same time they have exhausted their borrowing facihties 
at their own banks. These concerns lack working capital 
sufficient to handle their business, and as a rule are honest, 
hard-working and worthy. The necessities of such 
concerns has brought into existence a large number of 
finance houses which specialize in making loans on book 
accounts. They begin where the bank leaves off. Their 
credit risks are less sound than the banks are willing to 
accept, but for which they exact their fee. They accept 
greater risks and exact greater compensation. In a 
large measure they step m between the bank and business 
embarrassment and carry the concern through its difficul- 
ties. In general these concerns are profitable and will 
be found m all large cities. This method of operation is 
not in favor in some banking circles for the reason that 
the merchant or manufacturer who resorts to this 
method of borrowing pledges one of the quickest and 
most valuable of his assets — the book accounts. 

The cycle of business in this respect is. Cash into 
merchandise; merchandise into book accounts; book 
accounts into cash. There should therefore be a 
constant stream of money coming into the firm to meet 
the constant outflow. And if this inflow is anticipated 
unduly, by selling the book accounts as soon as they are 
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created, it will have the same effect as drawing water 
from a reservoir faster than it flows in. 

The questionnaire used by bankers m extending credit 
provides for ascertaining this fact and where the borrower 
uses this form of finance, it works against his credit 
standing in the bank. The reason is simple The banker 
cannot feel sure of his position. The borrower has 
created a preferred class of creditors and given them the 
cream while the banker must be satisfied with the skim 
milk. An example of this form of financing will show the 
process. The A. B. C. Furniture Company makes a 
special class of furniture and is a small but wholly reliable 
concern. It lacks capital to handle the business which 
comes to it. It receives more orders than it can handle. 
It works from hand to mouth, and has borrowed at its 
bank all that good banking can safely lend. It makes 
an arrangement with a commercial finance house to 
discount its accounts receivable at the rate of six per 
cent per annum on the face of the invoice, plus a service 
charge of $5 per thousand dollars of business. 

It has received and filled an order from John Wana- 
maker for $3,000 worth of furniture, on terms “2/10-1/30- 
net 60.” The goods have been shipped to Wanamaker’s 
and the furniture company holds the shipping receipt. 
An invoice is made out, attached to the shipping receipt, 
with assignment of the account, together with such 
other paper as the lending company may require. 
Th’s may be a contract of loan, covering all transactions, 
with agreement to turn over the original funds as soon 
as received to the finance company, and m case of failure 
of the debtor to substitute other accounts, or assume 
the obligation, etc. 

As soon as the papers are complete the finance company 
will advance 80 per cent of the amount, charging 
six_per cent on the face of the invoice, plus the service 
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charge. Some concerns work on the “notification plan,” 
whereby the debtor is notified of the assignment, m 
which case the payment is made direct to the finance 
company; but more often the loans are made on the 
non-notification plan, wherein the debtor deals with 
the borrower direct. In the latter case a bond of 
indemnity may be required, safeguarding the company 
against diversion of funds by the borrower. 

Assuming that the shipment has gone forward on 
the first of the month, Wanamaker will not pay the bill 
until the last day of the discount period — the tenth — and 
his check will reach the furniture company on the eleventh, 
and go into its bank balance on the twelfth. Assuming 
the discount company to be situate m the same city as 
the furniture company, it will have payment for the goods 
within a day or_two of their leaving the factory. It will 
therefore have 'ten days’ advantage, even assuming 
Wanamaker takes his discount. Upon receiving Wana- 
maker’s check, the furniture company sends it to the 
finance company and receives credit for it in full, and in 
return the company’s check for the balance due on the 
transaction. 

By this process the furniture company receives cash 
for its goods as fast as they go out. Granting that the 
cost of this form of finance is high, the fact that sales are 
practically on a cash basis offsets the additional cost of 
credit. With ready cash available as fast as goods are 
dehvered, the borrower can buy for cash and take his 
discounts, thus reducing the average cost of his borrow- 
ings. Concerns which use this method consent that it is 
costly, but on the other hand show as a practical conclu- 
sion that it is profitable. It is essentially so to the dis- 
count company; but inasmuch as their loans are of inferior 
quality, and the risks are greater than banks are willing 
to assume, the return should be more substantial; for 
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this reason this line of credit requires experienced men to 
handle and watch the course of business lest the profits 
be turned into losses through the vicissitudes of business 
life. In the readjustment period of 1920-21, such 
lending companies suffered heavy losses in the failure 
of weak concerns that were not sufficiently fortified to 
withstand the shock of falling prices. 

A few banks will lend on accounts receivable, but it 
requires a special department and special skill to handle 
successfully, and generally speaking such loans are not to 
be found as a part of banking procedure. 

Organization of Credit Company. — A credit company 
is organized in the same manner as any other corpora- 
tion. Funds are obtained through the issue of capital 
stock, usually preferred and common. The preferred 
may be of par value of any amount decided upon, and 
the common may likewise have a par value, but the 
better way is to have the preferred carry a fixed rate of 
dividend, cumulative, but without voting power. The 
common stock should have no par value, but should have 
voting power. The stock is usually sold in combination, 
one share of preferred carrying a certain amount of 
common. Assuming the preferred to be $20 par value, 
and the common no par value, the combination will 
be sold at $25. This allows the company to pay a 
selling commission out of the proceeds of the common, 
and it sets up as a liability only the amount actually 
received by it, a decided advantage in making up a 
statement. The laws of some states tax the common 
stock for its actual sale value, or at a fixed rate per share, 
although it has no par value; and the saving in taxes is 
considerable in the no par value plan. In considering 
this feature of organization, the law of the various 
states must be inquired into before coming to a 
decision. 
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The powers of the company are broad and include the 
purchase, sale, exchange, etc., of accounts receivable, 
commercial paper, bills of exchange, bills of lading, 
warehouse receipts, securities of all kinds, leases, choses 
in action, etc 

They may also issue debenture bonds, trust receipts, 
etc., and may own real estate and personal property 
They may not, however, do a banking business. These 
debenture bonds or trust receipts are issued against 
collateral taken by the company for loans. The col- 
lateral is deposited with a bank or trust company which 
holds the same as security for the debentures or trust 
receipts. The amount of debentures is limited to about 
75 per cent of the value of the eollateial deposited. The 
amount of debentures permissible to be issued depends 
upon the collateral agreement with the depository or 
may be regulated by the charter. These debentures 
mature in periods of from three months to a year 

The process in essence is as follows. The credit 
company loans against certain collateral up to about 
80 per cent of its face value. This collateral is then 
deposited with the trustee and debentures up to about 
80 per cent are issued against the collateral; so that the 
holders of the debentures are secured by a double 
margin of safety. The trustee guarantees nothing except 
the regularity of issue, and does not warrant the payment 
of the debentures. These debentures are sold to banks, 
insurance companies, firms, etc., in the market for short 
time paper, carrying a rate sightly in excess of that which 
obtains on commercial paper and banker’s acceptances. 
The depository banks holding the company’s cash 
balances will also make loans secured by assigned accounts 
and also on open credit. 

Many of these companies are backed by banks which 
encourage this form of financing in order to provide 
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credit facilities which as a bank they are unable to 
furnish to their customers. In some cases the bank 
officials will be officers and directors of the company. 

The trust receipts issued by the large and well-known 
finance companies have a broad and steady market 
among banks, and have a remarkably clean record. 
The security brings into play several factors, as follows : 
(a) The obhgor on the account, or buyer, (6) the guaranty 
of the seller of the merchandise; (c) the margin; (d) the 
assets of the credit company. They are therefore 
secured from several angles and in the diversification 
of the risks and the pyramiding of guaranty, safety of the 
first class has resulted. 

Having a steady outlet for its trust receipts, the com- 
pany may continue to loan, inasmuch as it has what is 
essentially an unlimited rediscount market at its 
command. Up to the limit set by the charter or the trust 
agreement, it is an endless process. 

Non-notification Plan.- — In the non-notification plan, 
the credit company does not notify the debtor. The 
account is assigned without the latter’s knowledge, and 
it follows that the borrower must be a good moral risk 
if he is to be allowed to collect the debt and turn the 
proceeds over to the credit company. The assignor 
guarantees the credit, and also warrants that the pro- 
ceeds will be applied to the liquidation of the debt to 
the credit company. In some instances the credit 
company will not loan on an account under the non- 
notification plan, but will advance against it under the 
notification plan It is obvious that the moral risk 
must be of high order if the borrower is to be his own 
collector. 

Many concerns hesitate to have it known by those 
with whom they deal that their credit is of such character 
as to make borrowing on accounts receivable a necessity. 
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In the textile trades the custom is so firmly established 
that no injury to credit results from this practice. Many 
firms have their invoices printed with notice of assignment 
of the account to the factor, as a fixed policy; but 
other concerns will not deal on the notification plan at 
all. On the other hand, some credit companies deal only 
on the notification plan. It is difficult to see how the 
assignment of an account receivable can inj'ure the credit 
of the seller with the buyer. The buyer enters into a con- 
tract to purchase certain goods on agreed terms. He 
should not be concerned to whom he pays the bill, as long 
as the credit terms are complied with. The loss of credit 
may come about through knowledge of the banker that the 
customer is resorting to this practice, and it should be 
done only with the consent of the banker. Such a practice 
can injuie the credit of the boi rower if done under cover, 
but if he is honest with his banker it can greatly assist him 
Contract with the Credit Company. — The agreement 
with the credit company on the part of a seller of accounts 
receivable is a broad one and rigid m its terms Among 
the provisions are. (a) The seller of the accounts agrees 
to allow the auditor of the credit company to inspect 
his books at their pleasure; (b) the seller agrees to pay 
the salary and expenses of the auditor unless there is 
an auditing charge, which covers the cost of audit, 
(c) the seller agrees tp turn the original check over to the 
credit company on the day of receipt, (d) the credit 
company has power to transact any business relating to 
the assigned accounts, such as indorsing checks, etc., 
with the name of the assignor . 1 (In order to keep the 
buyers in ignorance of the fact that the seller deals 
with a credit company, the latter company is allowed 
by its depository banks to make indorsements by the 


Modern Credit Company, p 25 
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use of a number only. A contract is lodged with the 
bank which makes the stamping of a designated number 
equally as binding as a complete indorsement.) 

Testing the Credit Risk. — Before the credit company 
will buy an account it makes the same credit investiga- 
tion that a bank would make m a loan. Dun and Brad- 
street are used very largely and the company makes 
credit inquiries among the trade and banks, and m time 
accumulates a credit file of its own covering its customers 
thoroughly Inasmuch as the risk assumed by the credit 
company is greater than obtains in bank and mercantile 
loans, the credit investigation must be the more exact, 
if the risk is to be correctly judged. It may be assumed 
that the banks have taken the least risk, leaving the 
greater for the credit company and it must use the more 
care if it is to be properly protected m its loans 

Reasons for Selling Accounts. — Among the reasons 
for selling accounts receivable may be mentioned the 
following: 

1. The firm may have a profitable and growing business 
and insufficient capital It can safely handle a larger 
volume of business with greater credit facilities The 
additional profit on an increased business will warrant 
the high cost of capital obtained through the credit 
companies. 

2. The credit company's facilities make it essentially 
a silent partner in the enterprise; and the giving of a 
share of the profits to the company obviates the necessity 
of taking in new partners or increasing the capital. This 
process retains the original ownership and control. 

3. The concern may have a heavy plant investment 
and need working capital. 

4. Many concerns are better versed m manufacturing 
and selling than in financing and find m this a convenient 
method of obtaining credit, irrespective of the cost. In 
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obtaining their loans from a credit company they are 
under no obligation to carry large cash balances. 

5. The line of credit obtainable in banks may not be 
sufficient to handle the business. 

6. Many concerns need the facilities only during the 
busy season and the credit is but a temporary measure 

7. By financing their sales through the credit company, 
the borrower may work on essentially a cash basis. The 
rapid turnover of goods for cash, allowing the benefit of cash 
discounts in purchases, offsets the high cost of money. 

8. Concerns in financial difficulties often turn to the 
credit company as a last resort in the hope of pulling 
through. These are the most undesirable risks and it is 
for the credit man of the company to select these risks 
with the greatest of care. 

Risks in Lending upon Accounts Receivable. — The 

risks assumed by the credit company are several, as 
follows (a) The account may be fictitious, old or 
disputed. The integrity of the borrower must cover this 
risk. (6) The assigned accounts may not be collected 
due to weakness on the part of the buyer This risk 
can only be minimized by careful credit investigation, 
(c) The proceeds may not be turned over to the credit 
company. To safeguard against this, the company 
frequently requires a surety bond guaranteeing the fidelity 
of the borrower. 

Cost of Discounting Receivables. — The cost of dis- 
counting accounts receivable varies in the different 
companies In addition to the fixed rate of interest 
there is the service charge which as a rule is $5 per 
thousand dollars of business transacted. This is pre- 
sumed to cover the expenses of audit and credit investiga- 
tion. It is generally conceded that the cost to the 
borrower is about 18 per cent on the amount actually 
received by him. In some concerns it will run higher 
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than this rate. Assuming the borrower to make a 
gross profit of 40 per cent he is often willing to forego 
one-half of [this profit m order to handle his business 
more expeditiously and*in larger volume. 

Financing Time Sales of Pianos, etc. — Articles sold 
on time payments running over a period of months, 
are financed as follows 

The article is sold upon conditional bill of sale or 
upon chattel mortgage, the former predominating. The 
bill of sale retains title of the article in the seller until 
the last installment is paid. If the payments are 
defaulted those paid constitute rent for the use of the 
article, and repossession is a simple process of taking 
back the article. Legal action such as foreclosure is 
not necessary in a bill of sale, while it is a requirement 
under a chattel mortgage Recording the papers is 
not necessary under a bill of sale while a requirement 
under a chattel mortgage. 

A part payment is required sufficient to give the 
buyer a substantial interest in the article, although at 
times this payment is small. 

A serial note or a series of notes are taken, which 
may be indorsed or assigned to the credit company, 
and by them m turn assigned to a bank or trust company 
and debentures issued against them. Loans are made up 
to about 80 per cent of the face value of the assigned 
notes and debentures are issued up about the same limit, 
thus following the general plan in borrowing against 
accounts receivable. 

It is stated upon good authority that 85 per cent of 
the furniture sold is on the installment plan. But 
4 per cent is taken back by the sellers, and the losses 
on total sales are but 1 per cent of sales This shows 
the safety of such credits and the necessity for credit 
companies to carry the risks. 
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Loans on Life Insurance Policies. — Life Insurance 
policies constitute most excellent collateral, provided 
they have a cash surrender value. Practically all 
policies now have a surrender or loan value after a certain 
period, two or three years as a rule. The companies 
guarantee to lend up to a certain stipulated amount, 
or to return a certain amount to the insured upon request, 
according to a table attached to or forming part of 
the policy. The bank may have what is essentially cash 
security by taking such pohcies as collateral to loans. 
The requisites are: (a) The beneficiary shall consent to 
the transaction; (b) the policy shall be assigned to the 
bank, and preferably on forms supplied by the company, 
(e) the assignment shall be recorded with the company 
and their acknowledgment returned; (d) the premiums 
shall be paid when due. The bank may therefore lend 
up to the cash surrender value of the policy in safety, 
but should be in position of having the papers m “good 
delivery” — which is to say m such form that the bank 
may collect the stipulated amount from the company 
m case of default. When the assignment is lodged 
with the company, and. acknowledged, the premium 
notices will thereafter be mailed to the bank, which 
should see that they are paid and the receipts placed with 
the loan papers. 

Loans on Savings Bank Books. — Another form of 
highly desirable collateral is savings bank pass books 
Where the savings banks pay interest at stated periods, 
such as January and July, the depositor as a rule for- 
feits interest on the amount if withdrawn prior to the 
interest dates. The penalty depends upon the custom of 
the bank in crediting interest. Thus, if the custom is 
to pay interest from quarter days — January, April, 
July and October — a deposit made early in October 
will draw interest for three months if left until 
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Jan 1. If withdrawn in December no interest will be 
allowed. 

In many cases the depositor will need his money before 
the interest period is complete and will find it more 
profitable to borrow for a short time even at 6 per cent 
than to forfeit interest for a longer period at a lesser 
rate. He therefore pledges the pass book as security for 
a loan. Such security is essentially cash. The req- 
uisites to such a loan are: (a) The pass book is pre- 
sumed to show the amount due the depositor. This 
should be verified before accepting the same as security. 
( b ) The book should be assigned to the lender, either by 
assignment or by check properly drawn, (c) The savings 
bank should be notified of the assignment, and ( d ) the 
acknowledgment of the savings bank should be obtained 
and filed with the papers. 

Automobile Financing. — With the development of the 
automobile there has come about various forms of 
financial operations peculiarly suited to the special 
requirements of the trade. The manufacturer in selling 
to the dealer takes no risks. He demands cash upon 
delivery of the car. The burden rests heavily upon the 
dealer, who is frequently a man of modest means, doing a 
business which runs into money fast, and must have the 
assistance of his bank in order to make deliveries. 
The problem has been to devise a method which would 
be safe for the bank and yet not burdensome or impossible 
to the dealer. The solution has been found in a proposi- 
tion based upon honor. 

When the car leaves the factory a draft is drawn cover- 
ing the shipment. To this is attached a bill of lading the 
possession of which is necessary in order to obtain the car. 
A duplicate of the invoice is also attached. The draft 
is usually payable at sight, but with instructions to hold 
until the arrival of the goods. This saves the documen- 



672 


COMMERCIAL BANKING 


tary stamps which are not required on demand bills. 
As soon as the bank receives the draft it notifies the 
dealer. When the shipment arrives the railroad com- 
pany also notifies him, and the loan machinery begins 
to work. 

In making such loans two things should be kept in 
mind (a) The type of car; (b) the type of dealer. Experi- 
enced bankers have come to the conclusion that both are 
essential to satisfactory results. The number of auto- 
mobiles is legion. It is obvious that all cannot be the 
“best sellers.” A banker who has had an unusual 
experience m this line states that he would not loan on 
any car that did not have a broad and steady market 
and particularly a good second-hand market In his 
list there are not over six makes. He eliminates practi- 
cally all the special mode’s, “sport cars,” new creations 
and new names from his list, on the theory that they do 
not sell themselves, as do the more popular types, but 
have to be sold Their field is limited and their dura- 
bility not yet demonstrated. He sticks to the cars which 
have grown up with the industry and stood the test of 
time. He is cautious about the more expensive types, 
on account of their limited market. 

Treating the automobile as a commodity, we require 
ample margin for safety’s sake and to cover any change 
in price. Cars are sold f.o.b. factory The war tax 
is added to the invoice and likewise the freight. The 
dealer is allowed a certain commission, usually under 
20 per cent on the factory price. He must advance the 
war tax, freight and the margin, before he can obtain 
the car. Therefore 20 per cent of the facto y price plus 
the tax and freight will give him a substantial investment 
in the car. On some types of car, it is safe to advance 80 
per cent of the net cost to the dealer. On others it 
would involve a certain amount of risk. On the humble 
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Ford with its steady market and quick turnover 80 pei 
cent of the cost price to the dealer is amply safe. 

The dealer signs a collateral note for each car, describ- 
ing it by name, model and motor or car number. A trust 
receipt is made out m duplicate, with similar description 
The trust receipt acknowledges that the car has been 
purchased with money advanced by the bank and that 
the title is m the bank. In it the dealer agrees not to 
use the car for demonstration (which quickly puts it m 
the used car class) and to keep it fully insured against 
fire and theft, and he agrees not to sell except upon release 
of the bank. The release is at the bottom of the trust 
receipt with perforations for tearing off 
As soon as he executes the note and trust agreement, 
the loan is credited to his account and his check may be 
drawn for the face of the draft. When the car is sold 
the loan is paid, with interest and stamps, the release 
is executed and the records marked off. If the dealer 
accepts notes in payment, the bank may accept these in 
lieu of cash, if so desired. This makes two-name paper 
The automobile industry is very largely dependent 
upon bank credit in order to carry on its operations. 
While this is true m all lines of business, it is especially 
so in the automotive industry. Bank credit is applied 
to auto financing m a great many ways, and private credit 
m the form of book accounts is not the predominant form. 
Sight draft with bill of lading as against term selling 
distinguishes this from other forms of business. The 
retail selling is, like the wholesale buying, on a cash basis. 
There are few dealers who are strong enough in their 
capital holdings to carry their customers. The individ- 
ual sale runs into larger figures than is common in 
other lines and the individual credit is therefore larger. 
The bank enters this form of business m four distinct 
ways: 

43 
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1. It finances the dealer in his purchases from the 
wholesaler. 

2 It finances the purchaser of the car, directly or 
indirectly. 

3. It finances the security company that finances the 
dealer and the purchaser. 

4. It acts as trustee for the collateral trust notes, 
through which the finance companies, owned or controlled 
by the automobile companies, finance the dealers and 
purchasers. 

In financing the dealer on the trust receipt plan, the 
element of character stands out prominently. While 
the car itself, with proper margin for safety, is the 
security, it is no security at all in the hands of one 
without business character. In other forms of collateral, 
the goods are under the control of the banker, physically, 
but as a rule in auto financing the cars are wholly under 
the control of the borrower, which is not according to 
accepted loaning principles. The dealer is given every 
opportumty to play false with the banker, among the 
risks being: 

1. The use of cars on trust receipt for demonstration 
purposes, thus quickly impairing their value. 

2. The delivery of cars without proper release. 

3. The substitution of cars, so that while the number 
of machines may be on hand, their numbers will not 
coincide with the bank’s records and therefore be of no 
value as collateral. 

4. The car may be pledged m two or more places. 

It is obvious from the above summation of risks that 
unless the dealer is a man of strict integrity the bank is 
assuming undue risks. And unless the bank feels 
certain of its moral risk, no risk should be assumed at all. 

With the growth of the automobile industry has come 
the finance company for the purpose of handling the time 
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paper which arises out of car sales. These companies 
specialize in automobile paper and do a large volume of 
business. The buyer must pay from one-quarter to one- 
third the purchase price m cash. To the balance is 
added the insurance premium covering the various risks 
such as fire, theft and accident, the interest on the 
amount until maturity and a service fee. The total is 
divided into as many parts as there are payments to be 
made. The term is usually ten months. The buyer 
executes a series of notes which the discount company 
will purchase, giving the dealer the net proceeds. In 
some cases the dealer indorses the paper and in others 
he is out of the transaction altogether. With the pro- 
ceeds of notes discounted at the finance company and 
the cash payment, the dealer pays the bank for the 
advances on trust receipt and, so far as he is concerned, 
the transaction is closed. Another essential element m 
automobile loans is the methods of the dealer. He must 
be able to keep correct records and be thoroughly reliable. 
The bank must feel confident that no car will be sold 
without a release, that none will be used for demonstrat- 
ing and that the transaction will be exactly what it is 
intended to be. If the trust agreement is broken to the 
point of absolute sale without reimbursement, it will 
amount to fraud, and the bank may follow and reclaim 
the car wherever it may be found. The buyer does not 
get good title until the bank has executed its release. 

Banks handling such lines of credit should frequently 
check up the cars in the dealers’ hands with its records, 
by motor or car number It will sometimes be found 
that the dealer has the number of cars called for, but 
with different car and motor numbers. In his book- 
keeping he has gotten his numbers confused. It will 
sometimes happen that cars have been sold a day or 
two prior to the checking and the process of payment is 
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under way. This is not a serious matter, inasmuch as 
the transaction often takes a few days to complete. 
It may be found that the dealer has used a certain car as 
demonstrator until it is in the used car class. There 
will be types of cars that move slowly and a loan will 
become stale while the car is on the floor. In such 
eases new cars should be substituted for the old ones. 
If the dealer is known to be borrowing on cars in other 
banks, the banks should check up with one another 
frequently m order to determine if the same car is 
pledged twice. 

Used Cars. — It has well been said that in automobile 
salesmanship, two sales must ordinarily be made to effect 
one. Since the users of cars became numerous, a great 
many if not the majority of sales are "trade-ins.” The 
dealer makes an allowance for the old car, and the com- 
petition between dealers and makes of cars fre- 
quently resolves itself into a bidding against each 
other m the allowance on the old car. The retail 
profit on cars does not exceed twenty per cent as a rule, 
and the prices are fixed by the maker. The dealer 
cannot make concessions from the listed price He 
may, on an original sale, include in the price a spare tire, 
extra equipment, etc., but this is unethical and constitutes 
a cutting of factory prices, which is prohibited. It is a 
common practice nevertheless. But where there is a 
used car involved, the dealer must make an allowance, 
basing his figures upon the sale value of the trade-in 
car. If he makes too large an allowance he will sacrifice 
part of his profits on the new car, and the real art of 
automobile salesmanship as now constituted consists in 
gauging accurately the second-hand market. An illustra- 
tion will show the wide divergence between dealers in 
this respect: In seeking to buy a new sedan, the choice 
lay between a Dodge, a Wiflys-Knight and an Essex. 
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The buyer had an Overland sedan as a trade-in. The 
Dodge dealer offered $250 on a new car selling at $1,550, 
the Willys-Kmght dealer offered $350 on a car selling at 
$1,750; while the Essex dealer offeied $400 on a $1,250 
car. In such cases the dealer has to consider how much 
repairs are necessary m order to make the old car 
salable and how much he can get for it when recondi- 
tioned. If no repairs are necessary or warranted, he 
must judge the market for the car "as is.” 

It follows that m reading an automobile statement due 
allowance must be made for the item of inventory 
as made up of used cars. Some dealers are remarkably 
conservative and fortunate in their trade-ins, while 
others are quite the reverse. A new dealer and inex- 
perienced will make large allowances in order to effect 
sales and shortly find himself with his capital invested 
m a line of old cais that cannot be moved except at 
ruinous prices. In many places public auctions are 
held for the purpose of getting rid of the old cars. A 
drastic cutting in the item "used cars” is not only 
advisable but necessary, if the lender is to be safe in 
his credit conclusions. 

Banks as a rule do not favor the time payment notes 
taken in automobile sales, preferring to have these 
credits carried by concerns especially fitted to handle 
this business. Not that these credits are not safe, for 
only a small percentage become troublesome, but the 
risk must be more carefully examined and by a different 
process than obtains m bank loans generally, and the 
bookkeeping methods are peculiar to this form of credit. 
The time payments must have a well organized follow- 
up system, the insurance must be kept m force, proper 
security taken to protect the company and each loan 
given individual supervision that cannot be done in 
banking practice. It is found that any selling plan 
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that is based upon time payments must have a finance 
company as a necessary adjunct, and practically all such 
industries have discount companies which handle their 
respective credits. These companies have standard 
schedules of time payments, based upon the number of 
months the credit runs and the amount paid down at time 
of sale. 

From a long experience in handhng automobile loans, 
the author is in position to state that automobile financ- 
ing can be made sound and profitable. Out of hundreds 
of cars handled in the course of five years only one trans- 
action developed trouble of a serious nature. Constant 
care, frequent checking, careful selection of dealers and 
types of cars, and a knowledge of the automobile business 
as respects price movements are essential to success in 
handling this form of credit; but it has no more dangers 
than other forms of credit, and has many points of merit 
not found in other lines of business. 

Loans on Real Estate. — Loans with real estate as 
security, commonly called ‘ ‘ mortgage loans, ” are made by 
banks in general, and in savings banks circles quite exclu- 
sive of all other classes of loans. State banks and trust 
companies as a rule have the right to make such loans, 
and generally do so. Prior to the Federal Reserve Act, 
national banks could not legally make mortgage loans, 
but in many instances real estate was taken as security 
under the form of collateral loans At the present t im e 
all national banks except those in central reserve cities 
have the right to make such loans. (For restrictions see 
under national banks.) Whether the loan is made by a 
banking institution or an individual or other corporation, 
the process is the same. 

1. The Application . — Application for such loans is 
usually made upon an application blank furnished for the 
purpose and gives the following information: Name of 
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borrower, location of the premises, size of same, character 
of buildings and description thereof, amount apphed for, 
assessed value, rental income and in some cases owner’s 
valuation. The approval of the appraisers is generally 
taken on the application. 

2. Appraisal . — The property is inspected by an 
appraisal committee or other competent appraisers, who 
visit the property and place their value upon the land 
and buildings separately. The amount to be loaned is 
fixed by the appraisers. 

The maximum amount that may be loaned is regulated 
by law. In state banks and trust companies this is 
fixed by the state laws and m national banks by the 
Federal Reserve Act. As a general rule this amount does 
not exceed 60 per cent of the appraised value. In national 
banks it is limited to 50 per cent of the appraised value 

Real Estate Values. — The valuation of real estate is a 
subject in itself and worthy of the study of all who 
conduct banking institutions. In the large cities it 
is a fine science, with many factors to consider. In the 
smaller places it is not so difficult a problem, the influences 
that affect values being less complicated than in cities 
The factors usually considered in placing a value upon 
real estate are: 

As to land: Sales previously made. 

Location — street, location in block, etc 
Surroundings. 

Desirability for business or residential 
purposes. 

As to buildings: Cost to construct. 

Cost to replace 
Rental income. 

Adaptability 

Utility. 

Convertibility. 
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The two most reliable factors in regard to buildings are 
the cost to construct and the rental income. Looked 
upon in the light of an investment, property must show 
an income of at least 6 per cent net. This is called 
“capitalizing the rents ” From the rental values must 
be taken taxes, interest upon mortgage, insurance, water 
rents, repairs, etc. 

As a general proposition property must show at least 
10 per cent gross income m order to be a fair investment. 
Some properties show much more income than this, but 
these are the exception and not the rule. In the large 
cities the owners of office buildings are satisfied with a net 
income of 5 per cent, and some of the most expensive 
buildings in New York do not in normal times show more 
than 3 per cent net. 

The cost to construct must be considered in the light of 
construction prices. During the period following the 
war the cost of building w r as approximately 100 per cent 
higher than in 1913, and building operations were so 
greatly at the mercy of labor unions and material manu- 
facturers that the costs were unduly high. Mortgage 
lenders in appraising property under such conditions 
well knew that the inflated market could not be perma- 
nent, and while considering the current costs, reduced 
the margin of loans to about 40 per cent of the appraised 
value or the cost, m order to be safe in a falhng market 
which was inevitable. 

The cost of building has been so scientifically worked 
out that it is possible to estimate with a considerable 
degree of accuracy the probable cost of any type of 
building. From past experiences the cost of different 
types is known and by computing the cubic feet in 
the building, the cost may be estimated. 

In a stable market this is an excellent guide; but in a 
spasmodic and erratic building market, such costs vary 
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from month to month, and are safe only when considered 
in the light of current events. There are savings bank 
officials, appraisers and other mortgage lenders m New 
York who can correctly appraise the cost of any type 
of building, from the modest frame cottage to the elabo- 
rate apartment house, if the cubic contents is known to 
them. Upon these probable building costs, building 
loans are made to be consummated as the building 
progresses. Such loans are progressive mortgage loans, 
becoming permanent loans upon the completion of 
the structure. The usual term for mortgage loans is 
three years, although the policy among savings banks is 
to allow the loan to run as long as the mortgage is fully 
protected by the quality of the property. 

Upon favorable action by the appraisers, the loan 
machinery begins to move. 

3. The Title . — Under the legal rule that a man cannot 
convey what he does not own, the title of the owner must 
be absolute, otherwise he cannot make a valid mortgage 
This part of the loan process devolves upon the attorney 
for the bank. He will make a “search” of the property. 
This means that the chain of title w T ill be examined in the 
hall of records. Frequently this goes back fifty years, 
and a history of the ownership is taken from the records 
as found m the public offices. When the attorney is 
satisfied that the title is clear (except as stated) and vested 
m the mortgagor, a certificate of title is executed which 
certifies that the title is good and is so vested. Of late 
years it has become common for title companies to make 
these searches and to certify to the title. The instru- 
ment is called a “title policy” and not only certifies to 
the title but guarantees to make good any defect and to 
defend any action that might bring the title into litigation. 
Title policies are preferred to certificates of title, the 
one being a guaranty, the other merely an opinion. 
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4. The Loan Papers, Bond and Mortgage. — All mortgage 
loans are accompanied by. (a) The bond. This is the 
obligation, under seal, and which in essence is a dignified 
promissory note. It is a formal acknowledgment of the 
debt. In it the borrower promises to pay the principal 
at a stated time (usually from one to three years from 
date) and the interest at stated times, at a stated rate 
Payments of interest and principal as made should be 
indorsed on the bond and signed by an officer of the bank. 
(b) The mortgage. This is essentially a conditional deed. 
In it the mortgagor conveys the property to the lender 
(the mortgagee) provisional upon failing to pay the 
amount named m the bond with interest. The property 
is described in detail for identification purposes and the 
conveyance clauses are similar to those used in deeds. 
In executing these two papers, which are always dated on 
the same day, and usually m the same amounts, the 
borrower promises to pay the amount borrowed and 
pledges the property as security. Such loans are spoken 
of as “loans on bond and mortgage ” 

5. Recording the Papers. — After execution, the mort- 
gage is filed in the hall of records (or county clerk’s office) 
where they are copied on the record books exactly and 
in full as they are drawn. 

The mortgage only is recorded, and is so stamped and 
signed by the recording officer, with the exact time of 
recording Mortgages become first, second and third, 
etc , according to their time of record. 

6. After signing the papers the borrower is paid the 
money, usually by check as evidence of payment. The 
bond is filed with the loan papers and the mortgage like- 
wise when it is received back from the hall of records, 
which is usually weeks and even months after the filing. 

7. Insurance. — The property must be protected from 
fire and the lender must be safeguarded in case of fire. 
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Therefore the insurance is made to run to the bank or 
lender by a “mortgagee clause” which makes the amount 
payable to the mortgagee “as its interest may appear.” 
In the event of fire, the insurance check will be drawn to 
both the mortgagor and mortgagee, thus requiring both 
signatures before the insurance money can be collected 
This protects the lender from having the buildings burn, 
leaving only the land as his security. It may be oppor- 
tune to state here that only the land is mortgaged in such 
loans; but a hen upon the land carries with it a lien upon 
all buildings thereon, and a mortgage loan covers all 
buildings within the scope of the described mortgaged 
premises. It frequently happens that buildings are 
innocently erected upon another’s land, through mistakes 
in locating the exact lines of the plot. But even though 
the wall encroaches but an inch upon another’s land, it 
will be covered by any mortgage placed upon the 
property to the extent of an inch. Any buildings erected 
upon a plot already covered by a mortgage will auto- 
matically be covered by the existing lien For this reason 
it is the rule to require 

7. A survey of the premises made by a competent 
surveyor, showing the exact lines of the plot and the 
location of the buildings, to a fraction of an inch, espe- 
cially in abutting property. On home property, with land 
on all sides, this is not so important a factor, but should be 
required where the buildings are close to any line. In 
other words, the buildings must be within the mortgaged 
land. 

8. Taxes. — Inasmuch as taxes are a first lien upon land, 
and come ahead of all other liens, it is important that 
the taxes assessed against the property be paid. This is 
evidenced by a “tax search,” made in the tax office and 
similar to the land title search, but running back only so 
far as is necessary to protect the property from future 
tax sales. 
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After the loan papers are complete and the loan closed, 
interest is collected as due, the mortgage collected or 
extended when the time has expu-ed and the insurance 
kept in force. This is done by : 

9. Insurance Expiration Register . — This classifies all 
policies held by the bank according to due dates. The 
information is: Owner, amount of policy, company, 
number of policy, broker, date of expiration. As fast as 
policies lapse they are replaced by new ones or renewals 
If the owner does not furnish a new policy to take the 
place of the old when due, the bank will have a policy 
written by its own broker and charge the premium 
agamst the owner and collect. 

The payment of taxes should be followed up by requir- 
ing the owner to produce at least yearly his tax receipts 
and due notation should be made of the payment of 
taxes Some banks have a tax search made every year or 
two to cover this point, while others watch the public 
notices of impending tax sales and examine the same for 
tax sales that affect premises mortgaged to them. 

Rediscounts. — Rediscounting has not been a common 
practice among American banks. Most of a bank’s 
paper is payable at its own counter and is local m 
character. If it were rediscounted it would have to be 
indorsed by the holding bank thus giving notice to the 
maker of the note that it had been sold to another bank. 
To overcome this objection some banks have issued a 
blanket guarantee on all notes discounted, or have 
registered a number under proper resolution of the board, 
which number placed upon the back of negotiable paper 
is equivalent to an indorsement. All notations made in 
such a transaction are made upon an attached slip in 
order to keep the paper itself free from any marks that 
would indicate that it had passed out of the possession of 
the discounting bank. 
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Where correspondent banks find it necessary to 
borrow, the usual form has been in the form of a loan 
against securities, particularly since the Liberty loans 
placed large amounts of these securities in all banks. 
The rates are usually less on government securities than 
on rediscounts, and a great many banks keep Liberty 
Bonds with their correspondents constantly in order to 
borrow quickly in case of need. Moreover such loans 
do not require documentary stamps. 

Rediscounts with the Federal Reserve Bank. — Redis- 
counts are in favor with the Federal reserve banks and 
are freely made to members who offer eligible paper. 
The proof of the eligibility must be satisfactory to the 
Federal officials and offerings are made on forms fur- 
nished for the purpose. Where such a process obtains, 
one form of asset has gone out of the bank’s control 
and another in the form of cash or balance due from 
Federal reserve bank has taken its place. The paper 
may still be held as the property of the bank and a lia- 
bility in the form of “rediscounts with Federal reserve 
bank” set up to balance the transaction. If the notes 
were sold to another bank without obligation on the part 
of the selling bank, no liability would arise; but such is 
not the custom. However, the liability is largely contin- 
gent upon the maker’s failure to meet the paper. 
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COMMERCIAL PAPER 

The term "commercial paper” or "bought paper” 
is used to designate promissory notes issued by large 
concerns in even and uniform amounts and sold through 
commercial paper brokers. The denominations are, as a 
general rule, $2,500 and $5,000, and the form in no wise 
differs from the ordinary promissory note as used in 
business and banking circles. These notes are usually 
the single obligation of the issuing concern, although in 
some instances the paper is indorsed, but more often 
it is guaranteed by the individual members of the firm 
or by some affiliated interest. Guarantees and indorse- 
ments are the exception and not the rule. 

This form of financing is peculiar to American business, 
and is not found in other countries. It is directly 
traceable to the book account form of credit, also quite 
distinctive as an American custom. Book account credit 
is in turn traceable to the depreciated Greenback as 
treated under that head in its appropriate place 1 

From a somewhat obscure and humble beginning the 
commercial paper idea has grown to large proportions, 
and while the number of brokers acting m this capacity 
is now extremely limited, the volume of business done 
by them runs into the millions weekly. There are 
scarcely a dozen nationally known houses in New York 
at the present time, but the business of the larger ones 
will run from two to three millions a week 


‘See Chap III. 
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Origin of Commercial Paper. — During the period 
immediately following the Civil War, it was the custom 
of merchants to visit the trading centers and buy their 
stocks for months in advance, making but few buying 
trips a year. In payment they gave the wholesalers 
and jobbers their promissory notes, payable several 
months after date, and at a time when the goods, in the 
course of business,' 'would have been turned into money 

When the time for payment arrived the debtor would 
pay the amount in Greenbacks, which were at the time 
at a heavy discount. The instability of the currency 
made future contracts difficult to consummate in 
fairness to the creditor, and in such instances he would 
naturally cover himself insofar as possible in the pi ice 
of the goods. In order to induce the buyer to make 
prompt payment of the invoices m cash, a custom arose 
of offering a concession from the face of the invoice if the 
amount were paid within a stated time. The discount 
for payment grew less as the time was extended, the 
shorter period carrying the heaviest concession. 

This innovation made it necessary for the seller to 
carry the buyer on his books until payment was received, 
and th e form of credit became a charge against the buyer 
on the seller’s books instead of a promissory note 
Owing to the form of the credit, the seller could not 
use it as a bank instrument and had to find another 
method of securing funds to carry his customers during 
the period of the credit. He had two avenues open 
(a) His home banks, which as a rule were not large 
enough to legally extend to him the amounts necessary 
to carry on his business, and (6) the open market as 
represented by banks throughout the country. It 
became necessary to have an intermediary to make the 
offerings to the banks, and the commercial paper broker 
came in to act in this capacity. 



688 


COMMERCIAL BANKING 


As the means of communication developed, the buyer 
no longer approached the seller, but rather the seller 
approached the buyer through traveling salesmen 
The buyers therefore made more frequent purchases 
in smaller lots, and did not need a long time credit 
period in which to turn merchandise into money. The 
visits to the trading centers no longer became necessary 
except in seasonal and fashionable lines where style is the 
clnef consideration. 

The selling on book credit may be said to be essentially 
the consigning of goods selected from sample, with the 
right to return undesirable merchandise and that which 
does not come up to the agreed quality. 

The Cash Discount System. — The cash discount system 
is now as thoroughly a part of American merchandising 
methods as the book account, and is characteristic of all 
lines of business. Even the smaller firms allow such 
concessions upon the smallest orders. So universal has 
this custom become that all well-managed concerns 
•endeavor to take their cash discounts, considering them 
not only a source of profit but a badge of honor. Where 
the period of discount is anticipated, interest is allowed 
for the unexpired time by which the discount period is 
anticipated. 

The terms of discount vary in the different lines of 
merchandising, but are generally uniform among the 
merchants handling the same line of goods. In making 
up statements of accounts receivable, deductions are 
allowed for the probable percentage of debtors who will 
take their discounts. 

In order to sell on “terms” as above suggested, the 
seller must be in position to charge the buyer with the 
amount upon his books, which constitutes an account 
receivable, and carry the credit until it is liquidated. 
The seller, in turn, wishes to take his cash discounts and 
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resorts to commercial paper borrowings in order to do so. 
The retailer taking his discounts finds it profitable to 
borrow from his bank m order to take his cash conces- 
sions and as a general proposition it is advantageous to 
do so. The credit period extended by the wholesaler is 
therefore shortened to his cash discount periods, and m 
substance places American business on what is essentially 
a cash basis. 

Advantages of Commercial Paper to the Borrower. — 

Inasmuch as a large number of business concerns, and 
some of the largest and best m the country, have resorted 
to open market borrowing in the form of commercial 
paper, it follows that theie must be distinct advantages to 
them as well as to the banks m this form of finance 
These advantages briefly stated are: 

1. The open market rate is usually lower than prevails 
in the home banks. The borrower has the advantage of 
borrowing in the broad market, in the large city banks 
as well as the country banks, and is able to take advantage 
of the general money market as distinguished from the . 
restricted field of home borrowing. Only under excep- 
tional conditions, such as prevailed during the war, will 
the market rate use above the home rate During this 
period the market rate rose as high as 8 per cent, while 
many local banks were asking but 6 per cent, but this 
condition did not long continue. 

2. The home lines may be kept open for emergencies. 

3. A larger line of credit may be obtained than is 
usually the case w r hen dealing with a few local banks of 
limited resources and limited loaning ability. But few' 
banks could or would loan a single concern as high as a 
million dollars, but the open market will easily absorb 
such amounts if issued by substantial and well-estab- 
lished concerns 
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4. A firm which, issues paper frequently, protects it 
properly, pays promptly and cleans up periodically, 
establishes a reputation among banks that plays an 
important part in subsequent financing where bonds or 
stocks are issued. Many such firms find it advisable to 
put out long time bond issues, or capitalize their business 
with a larger stock issue, and having become favorably 
known as a commercial paper risk are in good favor 
among the banks. Many cases illustrating this principle 
could be mentioned. One will suffice. A leading manu- 
facturer of ladies hosiery was for a long time a borrower 
on commercial paper. H i s name was well and favorably 
known as “prime paper” among- hundreds of banks. 
In order to expand his business he decided to issue a 
large amount of preferred stock, amply secured as to 
assets and earning power. The mere mention of the 
name was sufficient to convey the impression that this 
offering was not only warranted, but safe as an invest- 
ment. The banker knew his man. The issue of ovei 
two milhons was quickly subscribed. 

Advantages of Commercial Paper to the Banks. — 

The banks are likewise favored in having commercial 
paper as an outlet for funds, as follows • 

1. Idle funds may constantly be employed at profitable 
rates. 

2. Maturities may be coexistent with need for funds. 

3. Rates may be higher than in local circles. 

4. Payment is certain at maturity. Renewals are 
seldom asked for or granted. 

5. Such loans have passed the test of credit men m 
banks and broker’s offices, and an offering over the 
name of certain brokers is sufficient to stamp an offering 
as prime. The conservative broker is more careful 
than a bank could possibly be, inasmuch as there are 
no reciprocal favors to be considered. Quality is the 
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paramount consideration. The bank must consider 
what it gets from a customer as well as what it gives 
In buying paper the personal element does not enter 

Banks buying paper need not renew the paper at 
maturity, but can depend upon the paper being paid, 
and may treat such loans as a perfect secondary reserve 
and essentially cash in sight The principal will not 
shrink. It is said upon good authority that no paper 
buying bank failed during the panic of 1907. Such 
banks had a steady inflow of funds which they could use 
for local., needs Their paper holdings greatly strength- 
ened their cash position at a time when cash was the 
essential element in bank operations. 

Commercial paper constitutes an ideal method by 
which a bank may employ short time deposits profitably 
While the rates for prime paper are lower than obtains 
m the case of other investments, the banker may select 
his maturities with a view to his anticipated needs, 
and be reasonably certain that funds will be in hand at 
the appointed time. In an experience covering ten years 
m commercial paper buying, running into millions, the 
writer has had but one note that was not paid upon 
presentation. Some banks carry large amounts con- 
stantly, regarding this as a superior secondary reserve to 
bond purchases; for while profits may not be made by 
an increase in the value of paper, losses are seldom taken 
It is the investment par excellent of the banking world 
It has stood the acid test of years and has the cleanest 
record of all the forms of bank investment. Moreover, 
under the Federal Reserve System, it may immediately 
be turned into money, by the rediscount process, making 
it not only a secondary reserve, but essentially cash itself. 

The Broker. — The commercial paper house has come 
into prominence as the use of this form of financing has 
become common It acts in a dual capacity (a) As 
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the medium through which the borrower on commercial 
paper finds his market; and ( b ) as the medium through 
which the banks may make short time loans. The 
broker selects his risks with a care equal to if not greater 
than that used by the banker in making loans. 

The broker is a specialist. He knows one thing 
thoroughly. All such houses maintain finely organized 
credit departments that keep accurate and exhaustive 
information regarding all names submitted by them 
The borrower seeking this kind of credit m the open 
market selects his broker (or vice versa). The first 
requirement is generally an audited statement made 
by an auditor acceptable to the broker. The broker is 
extremely careful that the figures to be submitted to 
his clients shall be as accurate and as trustworthy as 
humanly can be. He has a certain standard of audit 
which he insists shall be followed. He will make careful 
inquiry into the past history of the firm and the present 
standing of its personnel. He satisfies himself that the 
three big C’s of credit are in evidence. His investigation 
will cover banks, business houses, personal acquaintances 
and business associates. Some brokers will not accept 
small concerns, holding that they are not large enough to 
warrant offering their paper in the open market 

The broker informs himself concerning every detail of 
the borrower’s business and often knows as much about 
the business as the executive heads. The broker seldom 
guarantees the paper. He never indorses it. The only 
guaranty that accompanies the paper is an unwritten 
one that the paper is regular, properly signed by those 
having power to bind the company, and that it is exactly 
what it purports to be. 

Having accepted the name, the notes are made out, 
signed and delivered to the broker. As a rule the broker 
now buys the paper outright, deducting his selling com- 
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mission, which is one-fourth of 1 per cent and the discount 
at the agreed rate. 

A transcript of the statement is then prepared and 
sent out to banks, while the field is covered by salesmen 
who also have a brief resume of the mam facts set forth 
in the statement. Assuming that such an offering is 
made to the reader, who is a bank official, we will go 
through the exact process of buying and checking the 
paper. 

1. The salesman calls and we are “m the market.” 

2. He submits slips showing: 

(a) Name of maker 

( b ) Maturity 

(c) Quick assets in total 

( d ) Quick liabilities 

(e) Line of business 

(/) Rate (this varies with the quality ot the names). 

3. We select five notes of $5,000 each and place our 
order. 

4 The paper will be received with a statement of 
the amount, less the discount at the agreed rate, on 
each name. Complete transcripts of the statements 
accompany. 

5. We accept the same “on option” — meaning with 
the right to return the paper within ten days if it does 
not check to our satisfaction. 

6 Draft is drawn for the amount. 

7. Checking letters are sent to the banks given as 
references. 

8. The statements are then analyzed after the manner 
hereinafter set forth, giving particular attention to- 

(а) The date, which must be recent, not over a year 

old, and preferably shorter. 

(б) The auditor. 

(c) The ratio of quick assets to quick liabilities. 
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0 d ) Character of business. 

(e) Sales and profits. 

9. The checking letters are answered and are satis- 
factory, our analysis is completed and the paper is finally 
accepted and the option is closed. 

10. Ten days before the paper matures it is sent 
forward for payment to the correspondent bank, pre- 
sented at the place of payment, and a day or two after its 
maturity a credit advice is received, the amount credited 
out of loans and discounts and the transaction is closed. 

After buying paper for a time, certain names become 
known to the banker, so that he is familiar with the 
offerings and can select his paper from past experience. 
He knows the names of his commercial paper borrowers 
as intimately as he knows his local customers He makes 
comparative statements from time to time and eventually 
has a running record of the affairs of the names which he 
favors 

Security for Commerical Paper. — The security for 
commercial paper is the general worth of the borrowing 
concern. The basis of the credit is a going business, 
able to meet its obhgations, using the funds for con- 
structive and legitimate purposes, and which has stood 
the test of the broker’s exhaustive investigations, together 
with the same process as applied by the banks handling 
the borrower’s cash balances. 

Commercial paper is presumably issued for the'pur- 
pose of buying raw material and carrying the manu- 
facturing processes to a conclusion, or for the purpose of 
buying goods, taking discounts and carrying the cus- 
tomer during the credit period. In tins respect it 
meets the requirements of the Federal Reserve Board 
that eligible paper shall be such as the proceeds of which 
have been used in one or more of the various processes 
from production to consumption. 
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ANALYSIS OF CREDIT STATEMENTS 

The statement of a credit seeker is a summation of 
his assets and liabilities as of a given date. It should 
be a truthful and complete summary of his condition. 
It is best made by an independent auditor and one 
qualified by experience and training to make such an 
audit efficiently. It should not only be a transcript of 
the books, but be independently verified insofar as 
possible; for the books may be inaccurately kept, or 
fraudulently manipulated to make a good showing. 
Many of the items may be appraised from outside sources 
and this process should obtain. 

Accompanying the statement should be a profit and 
loss statement showing the results of operation for the 
period, sales, gross and net income. There should be if 
possible a comparative summary running over at least 
five years and many statements are so set up. 

Many concerns have a period when their indebtedness 
is at a low ebb and another when it is at its high. Such 
are seasonal businesses which clean up and go out of 
debt at certain times during the year. These concerns 
are apt to make their statements at such times in order 
to make a favorable showing as respects their debts. 
It is well to know if such be the case, in order that a 
comparison may be made with the figures at the heighth 
of the borrowing season, which will show the condition 
of the borrower at his worst. Human nature is prone 
to “window dress for an occasion” and show only the 
favorable side of its nature. 
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Classification of Assets and Liabilities. — A uniform 
arrangement in making up statements is greatly to be 
desired and this is gradually coming to pass as standard 
forms are adopted and used by banks through member- 
ship in bankers’ and credit men’s associations. The 
American Bankers’ Association, together with various 
state bankers’ associations, have adopted umform credit 
statements which are commendable. Of prime impor- 
tance is the classification of qmck assets and quick 
liabilities, which are usually listed first. Following will 
be the fixed assets and fixed liabilities, as treated 
subsequently. 

As generally stated the quick assets consist of : 

1. Cash on hand and in banks. 

2. Accounts receivable. 

3. Merchandise, raw, finished and m process. 

4. Notes and acceptances receivable. 

Quick liabilities are: 

1 Accounts payable. 

2. Notes payable: 

(a) To banks 

( b ) To merchandise creditors. 

3 Wages. 

Ratio of Quick Assets to Quick Liabilities. — As a 
preliminary observation, the credit man gives thought to 
the ratio of qmck assets to qmck liabilities. It is evident 
that the current obligations of a business must be met 
from current receipts, and the inflow of funds should be 
sufficient to meet the demands of creditors without strain. 
There must be a margin of safety to absorb any untoward 
happening in connection with the business. 

In analyzing any credit statement, the liquidating 
possibilities must be considered. In other words, the 
borrower is presumed to be under necessity of closing up 
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his affairs, and the position of the creditors must be safe. 
As in making a mortgage loan on a piece of property, the 
lender consciously or unconsciously considers what the 
property would bring at a forced sale, so m passing upon 
a statement, we must consider what the assets would 
realize if sale were a forced process. Shrinkage there will 
be, necessarily, and therefore a margin is required as 
insurance against loss. 

This ratio is generally fixed at a minimum of 2 to 
1 ; two dollars of quick assets to one dollar of quick 
liabilities. Therefore unless the assets fail to realize 
fifty cents on the dollar, the creditors are safe. In some 
lines of quick liquidation and short credit, a lower ratio 
might be safe; while in others a larger margin would be 
required. 

There are many factors to consider in arriving at a 
safe ratio, among which are: 

History and personnel of the business. 

Quality of the accounts receivable. 

Quality of merchandise and its manner of appraisal. 

Character of the business. 

It is readily to be seen that an old established business 
will be in competent hands and likely to continue to be 
well managed; while a new business might be in inexpe- 
rienced and incompetent hands, with the attendant 
dangers. 

All accounts receivable shrink m collection, and unless 
proper reserves are carried this item will not realize par. 
The merchandise may be of such character and appraised 
at such a figure that it is a menace to the statement. 
The basis of inventory therefore comes into play as 
hereinafter stated. The class of goods has much to do 
with the liquidating possibilities. For instance, a stock 
of meats, butter, eggs, canned goods, etc., maybe quickly 
sold at any time — at a price — while a stock of highly 
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seasonable goods that are fast going out of style will move 
slowly, if at all, and then only at ruinous prices. Such 
merchants must constantly feel the public pulse and force 
their wares on the market before losses are substantial. 
The acceptable ratio in respect to these two items is a 
matter of opinion and credit men are not agreed upon this 
point, but l}i to 1 may be taken as the minimum for 
any business. 

All well managed concerns aim to keep their quick 
assets and quick liabilities at an estabhshed ratio. In 
many security issues it is provided that the net quick 
assets to quick liabilities shall always be maintained at 
an agreed ratio while the securities are outstanding and 
any breach of this provision makes the whole issue 
callable 

To this end experienced merchants buy conservatively 
and endeavor to have a quick turnover of stock by proper 
sales methods and careful selection of stock. A good 
credit department not only selects credit risks wisely but 
collects promptly, so that maturing bills may be met 
from maturing receipts. 

It is obvious that if the ratio of quick assets to quick 
liabilities is more than 1 to 1, the owners of the 
business have an investment of the difference, m addition 
to their fixed assets; but if there be no excess, the creditors 
have furnished part of the working capital m the form 
of merchandise, and their ultimate safety depends upon 
the success of the management, otherwise they will 
have to fall back upon the fixed assets, which makes for 
an unsound condition. 

Credit men, both m banks and mercantile houses, are 
giving proper attention to the ratio, as the first considera- 
tion for safety of loans and merchandise credits But m 
so doing it must always be with the quality of the assets 
in mind. 
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In an analysis of firms using the open market for 
borrowing and experiencing difficulties during 1921 and 
1922, made by the National Credit Office, it was found 
that the average ratio of twelve firms having trouble 
in 1922 was 1.68 to 1; while for forty-eight concerns 
having trouble in 1921, the ratio was 1.71 to 1. This 
would seem to indicate that a ratio below the standard of 
2 to 1 is unsafe except in a relatively few cases. 

Cash. — In verifying the item of cash, the auditor 
has exact figures at his command, since this should be 
nothing but cash on hand and bank balances. Very 
few concerns find it necessary to carry a large amount of 
cash on hand. In the wholesale trades only petty cash 
is so carried, all other transactions being carried on by 
means of bank checks. In retailing, however, where 
sales are made over the counter for cash, there will be a 
necessity for till money in making change. This 
would be a reasonably large sum m a department store 

The amount of cash necessary to carry on a business 
depends altogether upon the character of the business. 
A business having a constant daily flow of funds from 
sales will not need so heavy a balance as one where sales 
are seasonal or spasmodic. The bank balances should 
be large enough to meet the payrolls with ease and to 
carry on the current payments without undue strain. 
Too large a cash balance indicates idle funds which should 
be temporarily invested if not needed in the business. 
In the statement of a large concern, the bank balance 
was dangerously small — too small to be of any material 
benefit. Upon inquiry it was found that the firm had 
paid all its accounts payable just before the statement 
was taken in order to make a good showing upon the 
liability side; but it would have made a stronger state- 
ment to have shown normal liabilities and normal cash 
balances. 
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Upon first thought it would appear that this item 
needed no explanation or elaboration other than the 
usual verification statement. However, it is important 
to know whether any cash is in the form of time cer- 
tificates of deposit and therefore not available for 
immediate use, and also whether the certificates are 
pledged and for what reason. Cash may be represented 
by cash items which are not collectible, and if so, the 
fact should be brought out in the report. 

If an unusual amount of cash on hand and in bank 
is shown, the auditor should ascertain whether the 
excess amount is likely to be disbursed in dividends 
following the audit, and, if so, this fact should be reported. 

Accounts Receivable. — Accounts receivable are the 
result of sales made and consequently carry with them 
the cost of the goods plus a profit. A high percentage 
of these will obviously increase the ratio of quick assets 
to quick liabilities inasmuch as a dollar invested m 
merchandise and turned into an account receivable 
carries with it the expected profit, while merchandise 
carries only the original investment, assuming the 
merchandise to have been valued at cost; and if the 
cost was greater than the market, this item will be stated 
at a loss that must be covered by future profits or 
absorbed in the expected profit in the accounts receivable. 
A proper line of good accounts receivable, of short 
maturity, is one of the firm’s best and most liquid assets. 

Accounts receivable are usually stated at their face or 
book value with an allowance for depreciation in col- 
lection. It is even better for auditing purposes to give 
these as. Accounts not yet due; due in thirty days, 
sixty days, past due and doubtful. The proper amount 
to carry in this account can be determined from sales. 
If, for instance, the firm is selhng on thirty day credit, the 
accounts receivable should not be more than forty-five 
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days’ sales. By taking the sales and dividing by 12, the 
average monthly sales may be ascertained; and since 
the accounts receivable are sales at the same prices, 
a month’s sales on credit would represent a month’s 
accounts receivable. In such a case the amount of 
time sales affords a better basis for comparison, but these 
figures are not generally given and the forty-five-day rule 
is the only one applicable. The character of the credits 
and the collection methods of the concern may be tested 
by an analysis of the accounts receivable. A firm that is 
freely extending credit and is lax in its collections will 
gradually expand its accounts receivable to undue 
proportions and create a large volume of slow and 
doubtful accounts. Many a firm has gone to the wall 
by reason of its accounts receivable absorbing not only 
its profits but also its own and its creditors’ capital. 
The vital question here is. How good are the accounts 
receivable and how fast are they being liquidated ? 

Bills Receivable. — Prior to the introduction of the 
trade acceptance in American business the item of bills 
receivable m most statements was small. The greater 
part of mercantile credits was established through the 
medium of accounts receivable, or book accounts. Only 
such firms as sold goods on installment notes and a few 
others, where promissory notes were received m payment 
as a fixed pohcy, showed any large amount in this item. 
It would be expected in a concern such as a musical 
instrument house, selhng pianos and talking machines 
on time payments, that sales would largely be repre- 
sented by bills receivable. Likewise in electrical imple- 
ments for household use, scales, cash registers, soda 
fountains, etc. 

The trade acceptance, treated at length elsewhere, 
has, however, come into great favor with the business 
world and many firms that heretofore sold on book 
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account credit are now using the acceptance. Where 
such is the case, bills payable will be made up of trade 
acceptances and should be so stated. Where they are 
discounted at a bank, the item still appears as an asset, 
but the liability should include this amount as contingent. 
Bills receivable also hold anticipated profits and their 
quahty should be investigated and any past due paper 
set up as an offset to the stated amount. Some firms 
carry their own paper and borrow on their single name 
in the banks. In such cases the bills receivable will be a 
pure asset with no offsetting liability. 

In many statements will be found bills receivable 
taken from subscribers to stock and from others who 
have borrowed from the firm. Loans in this form are 
sometimes made to employees and officers, but ordinarily 
such are not well regarded among credit men. 

Such assets might well be set up as secondary accounts 
only, since their collection would be slow. A mercantile 
firm should not lend its assets, this being a banking 
function and improper in a trading concern. 

Merchandise. — The cash m a statement may easily 
be verified from first hand sources. The accounts receiv- 
able may be proven if necessary from the sales slips or by 
communication with the debtors The notes receivable 
may also be verified in the same manner But in the 
case of merchandise we have no element of first hand 
information and the test of this item lies largely in the 
integrity of the management. A large stock of miscel- 
laneous goods can only be verified by an individual 
appraisal of each item, a physical impossibility m many 
instances. 

During the war period of rising prices, merchandise 
was not a danger point in statements, inasmuch as a stock 
of goods was of constantly increasing value, and fortunes 
were made in the rise in commodity prices; but when 
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prices began to tumble with unheard of velocity and to 
unknown ends, the inventory became the pivotal point m 
all credit statements. Many of the war fortunes were 
reinvested in goods and were lost as quickly as they were 
made. During the deflation period following the war, 
well-managed concerns wrote off enormous amounts m 
depreciation of merchandise and the firm that did not 
make due allowance for depreciation of goods was open to 
suspicion; and the firm that showed a profit m 1921 was 
the exception and not the rule. Credit men preferred to 
have a oss shown for that year rather than a profit, 
knowing losses were the logical outcome of business 
conditions and profits quite impossible. In a rising 
market auditors are inclined to appraise merchandise at 
cost, and in a falling market cost or market, whichever 
is lower 

Since it is obviously impossible for any auditing 
concern to make an independent audit of inventory, 
it is the custom to accept the appraisal of the firm. 
Occasional tests are made to determine the fairness of the 
appraisal and to prove extensions and summations. 
The auditor’s certificate m this respect is usually qualified 
by stating that the inventory figures as made by the 
firm have been accepted, subject to the tests above 
mentioned. 

The condition of the merchandise is also an important 
factor, especially in those goods which may become 
shop worn and obsolete on account of changing styles 
Old stock should be marked down to its fair value, allow- 
ing for a profit on subsequent sale Thus, if an article 
can be sold for $1 and the usual mark up of the firm is 
one-third, a fair price for inventory purposes will be 
75 cents, which allows for marking up on sale to $1 and 
still skow the selling profit of one-third on inventory 
prices. 



704 


COMMERCIAL BANKING 


Goods in process may be valued at cost plus the 
amount expended upon them to the date of inventory. 
Raw material may be carried at cost or market which- 
ever is lower. 

Inventory offers the unethical business man abundant 
opportunity to inflate his assets. An over appraisal, 
the inclusion of non-salable goods and juggling with 
figures are all avenues through which criminal practices 
are carried on. 

Inventory deserves and is given the most careful 
consideration in all credit statements both by mercantile 
and bank credit men. Through it may be tested the 
merchant’s real character and business morality. Hav- 
ing the total of the cash, good accounts receivable, notes 
and acceptances receivable, and inventory upon a cost or 
market basis whichever is lower, we have a true picture 
of what the firm owns m the way of quick assets with 
which it must carry on its business. This is its working 
capital as distinguished from invested capital in fixed 
assets. From the quick assets it must receive the daily 
inflow of cash to meet the daily demands made upon 
it for funds. 

Merchandise on Consignment. — Merchandise out on 
consignment should not be represented by accounts 
receivable, for the goods have not yet passed into 
accounts. The proper way is to list this item as “mer- 
chandise on consignment” where the goods have gone 
out of stock and into the possession of other firms; 
while goods received on consignment should be listed as 
“consignment goods” with an offsetting liability of a 
contingent nature. 

Quick Liabilities. — The quick liabilities are more 
easily and more accurately appraised than the assets 
and can be exactly determined. The first of which is: 
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Notes Payable to Banks. — The notes payable to banks 
should be set up in a notes payable register by amount 
and due date and should be verified by communication 
with the banks with which the concern does business. 
If it borrows in the open market the broker will have a 
record of outstanding paper and where held. This 
liability should not be accepted as stated in the books 
but independently checked as above suggested. 

The notes payable to merchandise credits should also 
be shown in the notes payable register and may be 
audited by communication with the creditors. In some 
statements there will be found notes payable to officers, 
employees, etc. These represent loans made to the 
firm by relatives, friends and employees who are inter- 
ested m the business and who prefer to invest money 
in this form for short or long time periods. Some high 
grade concerns show this item and while the practice is 
more or less common it is not the most desirable method 
of obtaining funds. Where the loans are pure accommo- 
dation and necessary to support an otherwise weak con- 
dition, it is an element of danger. Where a firm sells 
its paper in the open market it is advisable for it to 
keep its home fines open as an emergency measure, and 
many concerns pursue this policy. 

If the home lines and the broker’s fine are both full 
it leaves the firm without borrowing facilities for those 
happenings which all well-managed concerns provide 
against. The seasonal requirements should also be 
taken into consideration in an appraisal of the notes 
payable, being heaviest when the manufacturing or 
trading demands necessitate large sums to carry the 
business over the peak of the selling period into the 
liquidation of its accounts receivable. 

Accounts Payable. — As accounts receivable represent 
goods sold and delivered, so accounts payable represent 

45 
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goods bought and not yet paid for. They may be 
checked against invoices, which in turn may be verified 
by communication with the sellers. 

Various factors have a bearing upon the amount of 
accounts payable permissible. It is apparent that if 
the concern takes advantage of its discounts the invoices 
will be of short duration, and accounts payable will 
represent only invoices in process of audit. The sales 
come into play m this respect, for stock should be coming 
in as fast as it is sold in order to keep the supply ade- 
quate to the needs of the business. If a firm sells at the 
rate of $100,000 a month (cost price of merchandise 
sold) it should buy at about the same rate, and assuming 
the credit term be thirty days, there should not be on 
its books more than thirty days purchases; otherwise it 
is losing its discounts. If only ten days purchases were 
found, it would be an indication that the discounts were 
taken without further inquny. An unduly large amount 
of accounts payable indicates that the firm is slow pay 
and is using the capital of its creditors m carrying on 
its business. 

A firm which borrows on its notes payable should not 
have large amounts in accounts payable. Its borrowings 
are for the purpose of taking cash discounts and setthng 
invoices, and if liabilities are carried in both forms some- 
thing is radically wrong with the management. 

MarkUp . — F or the purpose of determining the cost of 
goods sold, it is necessary to know the standard “mark 
up” of the firm. All concerns have a fixed gross profit, 
or a minimum profit on goods sold. To the cost or 
inventory price is added this mark up. Sales therefore 
represent the cost of goods plus this mark up; and by 
dividing sales by 100 plus the mark up, we arrive at 
the cost of goods sold. Thus the sales are $300,000. 
The standard of mark up is one-third. By dividing 
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$300,000 by 133.33, we find the cost of the goods sold 
to have been $225,000. 

Wages and Taxes Accrued. — Concerns employing 
help in large numbers will have a constantly accruing 
liability in the form of wages. Where the statement is 
taken off on a date that does not coincide with pay day, 
there will be the accrued wages from the last pay day 
This also includes salaries for the same period. This 
is easily estimated by taking the last pay roll and dividing 
by the number of days included, and multiplying by 
the number of days elapsed since the last pay roll was 
made up. 

The income and profits taxes now levied by the govern- 
ment and other taxes levied by the state and local authori- 
ties are set up in ‘ ‘ reserves for taxes ” as a current liability 
The income taxes in some concerns have been heavy and 
unless provision is made by setting up a reserve, profits 
will be overstated. Practically all auditors now set up 
such a reserve. The real estate taxes may be approxi- 
mated from previous years. Profits and income taxes 
must necessarily be estimated according to the results 
shown by the audit and the books. Where the government 
taxes are in process of adjustment with the tax officials and 
cover previous years, due provision must be made for 
such payments. In one large concern these back taxes 
amounted to nearly a million dollars and were the most 
serious problem the company had to face in a period of 
drastic reorganization. 

Fixed Assets. — In considering the fixed assets, the 
credit man does so only as giving support to the liquid 
assets. If the statement does not warrant a hne of 
credit as set forth in the current assets, he does not grant 
it at all. No bank or business house invites the necessity 
of realizing upon the fixed assets to recover for loans 
made or goods sold. The investments in fixed forms only 
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lend support to the liquid holdings of the business and 
strengthen the position already established in the liquid 
assets. Among the principal items of fixed assets are * 

land and Buildings. — It is necessary in many lines 
of business that there be an investment in land and 
buildings for the purpose of carrying on the business. 
Of such are manufacturing establishments, wholesale 
houses, mills, etc. that require specially located buildings 
for their use. These assets are usually set forth by 
themselves, and as a rule depreciation is set up in the 
statement. The valuation is best arrived at by an 
independent appraisal made by competent appraisers. 
There are several companies that specialize in appraisals 
of land, buildings and machinery. The cost or book 
value of such structures is an unreliable guide ; construction 
may have been a war time measure and the cost much 
heavier than normally would be the case. A great many 
factory buildings were erected for filling war contracts 
and the cost was immaterial. In such instances heavy 
depreciation would be in order. 

Many plants have been built for the sole purpose of 
housing the peculiar business and any reconstruction 
would be costly; therefore the limited utility must be 
considered in an appraisal of such specialized property. 
In some concerns the plant is the principal asset, as foi 
instance in a knitting mill with its complicated and 
expensive machinery, wearing out rapidly and needing 
constant repairs and replacement, ue would expect 
such a statement to contain a heavy plant account, but 
on the contrary in a department store, the stock may be 
more valuable than the equipment. 

Machinery. — Machinery, as such, m a statement is not 
given much weight among credit men. Most of the 
equipment of plants consists of special machinery with a 
limited utility and has value only as second-hand articles 
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or as junk. Machines that are widely used and stand- 
ardized, such as typesetting machines, shoe machinery, 
printing presses, etc. have a limited second-hand market. 
Ordinarily little attention is given to machinery in a 
statement, and it must show heavy depreciation charges. 
As a going concern the equipment is valuable; but m 
liquidation it has little hope of realizing more than 
bankruptcy prices. 

Investments. — In many statements we find invest- 
ments, itemized, but more often stated as a single item. 
Liberty bonds are found in a great many statements 
since the war and these are a most desirable asset. They 
can be turned into money immediately, or used as collat- 
eral for loans. More often, however, the investments 
are in subsidiary concerns, with which the parent 
company is affiliated. The earning power of these 
investments may be large, the security ample and the 
connection necessary; but such securities have a limited 
market and often no market at all. They are well 
regarded only so far as they bear close analysis favorably. 
In liquidation they would in many cases shrink heavily 
from their listed values. 

It is not a good policy for a concern to employ its 
profits in speculative ventures. Excess profits may 
well be invested in Liberty bonds or other high grade 
securities; but the form of investment should be limited 
to securities with a ready market and sound intrinsic 
values. 

Patterns, Patents, Dies, Etc. — It is customary to 
charge up against this account the cost of patterns, 
patents, dies, etc. These costs are often heavy and litiga- 
tion costly to protect them. Undoubtedly they are 
worth something to the owner, for without them ideas 
could not be turned into articles. And without them the 
concern could not operate. A sale of the plant without 
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the patterns and dies would be a mere sale of real estate. 
Take a stove works, for instance. We would find an 
accumulation of patterns for stoves, ranges and parts 
running back a number of years. Many of these 
patterns have a wide market and parts are constantly 
in demand for repair purposes. But many are likewise 
no longer marketable and have no value whatsoever. 
Any statement which must depend upon so unsecure an 
asset would not be worth consideration. On the other 
hand, take for instance, the basic patents of the Kodak. 
These have made fortunes for their owners and without 
these patents the Kodak could not be made. And they 
could be sold for small fortunes to camera makers who 
can not now manufacture these articles. 

Good Will. — Good will is either a most valuable asset 
or a worthless one. It has well been defined as “the 
tendency of trade to follow an established course.” Or, 
it might be said to be the tendency of trade to follow a 
name or trademark. In selhng even the smallest retail 
store, good will is provided for, if the business has been 
in existence long enough to have become established. 
Consider the value of Uneeda as typifying a soda cracker. 
We no longer ask for a pound of soda crackers — we 
ask for a package of “Uneeda Biscuit,” and are willing 
to pay for a name, the advertising to keep it before the 
pubhc, and the moisture proof package in which are 
wrapped our biscuits. We no longer ask for a camera — 
we ask for a Kodak. Illustrations might be multiplied 
indefinitely to show the transition of business as brought 
about by advertising a name in connection with an article. 
And to say that the good will that surrounds the name has 
no value, is to make a statement not based on business 
history. 

Some concerns hold good will at a nominal amount, 
often as low as $1, while others hold it m very large sums. 
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In consolidations and mergers, good will is often placed 
at an amount based upon the ability of the company to 
pay dividends. Thus in selling out a candy business, it 
might be found that the business has earned enough in 
past years to pay 6 per cent on a million dollars annually. 
The seller will take a certain amount of cash and stock 
for the plant and business, and for good will a mill ion 
dollars of stock in addition, in the expectation that 
the company will continue to earn enough to pay divi- 
dends upon this amount of capitalized good will. A 
certain bread company holds its * good will at 
$5,000,000, on the assumption that its trade is worth 
that sum. A stove company in Detroit at one time held 
its good will at $4,000,000 out of total assets of $12,- 
000,000. 

On the other hand, the Goodyear Tire Company, 
whose good will and established name is worth a very 
considerable sum, holds its good will at $1. Many 
others do the same. 

Treasury Stock. — Treasury stock is a term used to 
designate stock of the company held by the company 
and unissued; or it may be stock bought m the open 
market and held in the treasury. In order to arrive at 
the actual capitalization the treasury stock should be 
deducted' from the outstanding capital. 

Fixed Liabilities. Capital Stock . — The capital stock 
represents the contributed capital paid in by the stock 
holders; but inasmuch as it is allowable to issue stock for 
anything of value, it sometimes represents the purchase 
price of plant and machinery, good will, services, patents, 
trade marks, etc. The exact position of this item can 
only be known by an analysis of cash contributions 
received by the concern from stockholders. 

The capital is presumably invested in the fixed assets 
and in the difference between the quick assets and quick 
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liabilities. The cost of the land, buildings, machinery, 
patterns, trade marks, patents, etc., should have come out 
of the stockholders and profits, and no part should ethi- 
cally come out of borrowed money represented by notes 
payable and accounts payable. The net quick assets 
plus the fixed assets represent the capital, and if these 
items are allowable at the amount of the capital we have a 
well-balanced statement; but if the value of the assets 
is far less than the capital we have an element of “water” 
m the capital, and this is often the case. 

Mortgages. — It is a principle of finance that long time 
borrowings for fixed purposes should be in the form of 
mortgages on the property, or bond issues secured by 
mortgages. The mortgage usually covers only the land 
and buildings and does not cover the machinery. The 
latter is provided for out of capital issues on the prin- 
ciple of “capital obligations for fixed investments, short 
time loans for current uses.” The mortgage, in order 
to be safe to the borrower and not an element of risk 
to the, creditors should be long time and not of short matu- 
rity, making its renewal or extension a likely element of 
trouble in a stringent money market. Where bonds 
secured by a mortgage are issued, they are preferably 
amortized over a period of years and paid off in install- 
ments out of earnings. This eliminates the risk of 
having obligations mature in bulk, and at the same time 
places the management upon an efficiency basis in order 
to provide for the maturing installments 

Debenture Bonds. — Many concerns have found it 
advisable to issue debenture bonds (unsecured obliga- 
tions) instead of mortgage bonds, leaving the plant 
free of lien. Debentures sometimes take the place 
of commercial paper as a method of borrowing in the 
open market. During the war many concerns with free 
and clear plants issued five-year debenture bonds in order 
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to clean up all their bank loans and outstanding com- 
mercial paper. 

Surplus. — A great many readers of financial statements 
give more credence to surplus than the item warrants. 
It must be clearly understood that surplus is merely a 
bookkeeping term to denote the difference between assets 
and liabilities. Assuming the assets to be conservatively 
appraised, and habilities fully stated, the surplus should 
be a real surplus, representing earnings left in the business. 
It can, however, easily be raised by marking up the 
assets, and it may be concealed by marking them down. 
In a comparative statement, to find surplus growing from 
year to year in a sum approximating the net earnings is 
a healthful omen. And in a period of readjustment, 
such as we have just passed through, to find it diminishing 
is likewise a sign of conservatism. It is, in the last analy- 
sis, a balance wheel to take up the slack between assets 
and liabilities, and only a careful examination of all the 
elements of appraisal as evidenced in the assets will 
demonstrate whether it is to be given a place of honor or 
one of suspicion. 

Contingent Liabilities. — The banker is greatly inter- 
ested in the items under this head, and the auditor’s 
report, or his notes, should show the following: Endorse- 
ments for subsidiary or allied companies; notes and 
accounts receivable discounted without recourse, but in 
connection with which there is an agreement to protect 
at maturity; contracts and surety agreements which 
involve large amounts; Federal income and excess profit 
taxes which are set up as a contingent liability over and 
above the known amounts paid or reserved for such taxes. 
If the books do not show any item for Federal income and 
excess profit taxes as a contingent liability, there is 
likely to be trouble in the final adjustment with the 
government, for without being in a cash position to 
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take care of the obligation, the borrower may find that 
he has to pay a large amount for taxes without having 
made any provision for taking care of such a contingency. 

Reserves. — Under this head the auditor should see 
whether, in hxs judgment, proper reserves have been 
made for taxes, interest, bonuses, pay rolls, dividends, 
replacements, repairs, depreciation and obsolescence of 
plant, machinery, fixtures, etc. 

Bonded Debt. — It is important for the auditor to 
give full particulars in regard to outstanding bonds, 
including dates, maturities and optional dates; the annual 
charge for interest, sinking fund or serial maturity 
requirements, and whether the mortgage covers personal 
as well as real property; also, whether all essential 
requirements of the bond issue have been complied with. 

Capital Stock, Common Stock, Preferred Stock. — 
Details of the common stock are not of as great interest 
to the banker as those of the preferred stock — this for 
the reason that the necessity of paying dividends on pre- 
ferred stock, m times of stress, is greater than on the 
common stock. Also, many preferred stock issues 
provide for a redemption fund and the banker wants to 
know the annual requirements for both preferred divi- 
dends and redemption fund. Then, too, many preferred 
stock issues carry a provision through which the common 
stockholders lose their rights to vote in case preferred 
stock dividends or redemption fund requirements are in 
default for a certain length of time. As a rule, those in 
the management own the common stock rather than the 
preferred stock, and therefore the banker is entitled to be 
advised whether under certain conditions the voting 
control and possibly the management is subject to change. 

The auditor should ascertain whether dividends on the 
preferred stock are cumulative and whether any are in 
arrears, and, if so, the total amount. It should be ascer- 
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tained whether increases in capital stock were due to 
stock dividends or to actual money paid for stock. 

Profit and Loss Statement. — It is perfectly natural for 
the banker to wish to know whether the borrower is 
making or losing money; therefore, the auditor should 
set up the profit and loss statement in great detail. A 
comparison should be made with several previous years 
Gross income from sales in the usual course of business 
should be shown separately from income from other 
sources. Income resulting from cash discounts should 
also be shown separately. Under no circumstances 
should the sale of capital assets be included in the profit 
and loss statement. It is rather a good practice to 
deduct from gross sales any amount resulting from 
cancellations or defective merchandise, as this conveys 
information to the banker which is valuable. The 
statement should include every item of expense, write- 
offs, depreciation, etc. The auditor should be careful 
to see that a different method of bookkeeping or of 
taking inventory does not show a false profit, and he 
should ascertain whether there are any special contracts 
soon to expire which have shown large profits in the past, 
and if, so, call attention to the fact in his report. 

Other Items.— There are other items which should be 
set forth in the auditor’s report — for example: Fire, 
liability and life insurance carried, giving the total 
amount of each, and the auditor’s notes should contain 
full information covering the names of the companies 
issuing the insurance and the amount and character of 
each policy. In the case of life insurance, particularly, 
the annual amount required for premiums should be 
shown, as in some instances this may be quite a heavy 
charge against the operations. Also, the auditor’s notes 
should contain a fist of the principal officers and the 
amount of the salary of each. 
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It is difficult for an auditor, on his first examination, 
to secure any very definite impressions in regard to the 
management, but after he has made two or three annual 
audits, he should have definite impressions, if not 
knowledge, of the borrower’s character, business ability 
and methods of doing business. If he should feel at 
liberty to do so, the information which he could give the 
banker with respect to these important matters, would be 
most valuable. 

We will now apply the, foregoing principles to actual 
statements. The name of the concern, the date of 
statement, and auditor’s certificate are given fictitiously 
for obvious purposes. Our first statement will be a 
comparatively simple one. 


Statement A. B. & X. Co. 
Clothiers, Hatters & Furnishers 
Connecticut 


Dun Rating - B + 1 

Bradstreet — KA 

February 1, 1924 

Assets' 

Cash 

$ 23,806 71 


Accounts Receivable 

37,554 94 


Merchandise 

279,521 63 


Investments, Market Value 

116,062 51 

$456,945 79 

Real Estate 

$350,000 00 


Less Mortgages 

Furniture and Fixtures 

193,000 00 

157,000 00 
40,883 64 

Investments 


65,216 62 

$720,046 05 

Liabilities 

Accounts Payable 

$ 17,403 00 


Bills Payable 

194,000 00 

$211,403 00 

Net worth 


508,643 05 

$720,046 05 


£< Certified Correct” J E M , Inc CPA. 
(Signed) 
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Analysis Statement A. B. & X. Co- — This is a retail 
firm of clothiers, hatters and furnishers. As such it 
would naturally be located in the business section of the 
city, and would require a considerable investment 
m fixtures; and if it did not own its own property its 
rental would be high. In this case it owns its own prop- 
erty, which may well be assumed to be located in the 
heart of the business section. 

The ratio, $456,945 to $211,403 is 2.1 to 1. 

Accounts Receivable — $37,55.4.94. — Not knowing the 
sales we cannot comment upon this item at length. The 
concern no doubt runs a charge department and this 
represents the unpaid accounts on the books. 

Merchandise. — $279,521.63. The basis of this inven- 
tory is not given. The statement is taken in February, 
when the winter goods should be pretty w^ell cleared from 
the shelves to make room for the spring trade. The 
firm has had its usual mark-down sales following the 
holidays, and should sell the left-overs at a sacrifice if 
necessary in order to have its stock clean for the coming 
season. The seasonable goods should be marked at a 
price that will realize a profit in a sale, or at their market 
value. Staple goods may be taken at cost or market 
whichever is lower. Inasmuch as prices are fairly well 
stabilized at the time this statement was taken, cost 
would probably be safe. 

Investments — $116,062.51 and $65,216.62. — Upon a 
schedule of these investments, in a supplementary state- 
ment, they are found to consist of Liberty bonds $30,000, 
bank stock $19,240, savings bank accounts, War Savings 
stamps, railway stocks, real estate and mortgages, etc., 
showing a very good marketability and well selected. 

Real Estate. — $350,000 less mortgages $193,000 — 
$157,000. On the assumption that the mortgage has 
been taken with the usual margin of safety, it is approxi- 
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mately 55 per cent of the stated value. This item 
appears to be conservatively stated. 

Furniture and Fixtures — $40,883.64. — Presumably this 
represents the store fixtures. This item would shrink 
considerably in liquidation; and whether this is cost or 
depreciated value is not stated. However, a heavy 
investment in store fixtures is proper for a concern of 
this kind. 

Total Assets — $720,046.05. — According to the rule 
that only concerns of half a million net worth should 
seek the open market, this concern qualifies. 

Accounts Payable — $17,403. — This is relatively small. 
The firm no doubt takes its trade discounts and has cash 
on hand sufficient to pay off these items and still have a 
small working balance. Its cash position would seem 
to be good. 

Bills Payable — $194,000. — Whenever this item appears 
in round amounts it indicates that the concern borrows 
in the open market on commercial paper. If the item 
is an odd amount, it sometimes indicates that it gives 
notes or acceptances. If the amount were $195,000, 
or any multiple of $2,500 or $5,000 we would be certain 
that this is all commercial paper. The $194,000 
would lead to inquiry. It may have some $1,000 pieces 
outstanding. 

Net Worth — $508,643.05. — Part of its net worth is 
in the building and equipment and part in the other 
assets. 

“Certified Correct — J. 1 E. M. Inc. C. P. A.” — This 
is an audited statement, but the certificate is general, 
not specific. It would be more acceptable to have a 
certificate as found in subsequent statements (which see) . 
The partners are stated to be worth $150,000 outside the 
business and carry $320,000 fife insurance. The con- 
cern has been in business forty years. 
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General Comment. — This is a fine statement. The 
firm has good investments to fall back upon in time of 
need, and m the event of death of either partner, the 
life insurance will make it unnecessary to liquidate 
the business. The profits have been left m the business 
and invested for the firm account. It could liquidate 
a very large part of its indebtedness without sacrificing 
stock and its position is admirable. 

However, it would be better financing if this firm used 
its own resources, now invested in stocks and bonds, m 
carrying its own credits. It may be borrowing in the 
open market for the purpose of establishing its credit, 
and this is a good policy. 


Checking Letter 

A B & X Co 


Referring to your inquiry of the 8th instant concerning Messrs A B & 
X., have to advise that the firm mentioned has carried a very satisfactory 
account with this trust company for the past seven or eight years We 
have, at all times, been willing to extend the company accommodation 
m accordance with its requirements to the limit allowed us by law. From 
their latest financial statement, as of Feb 1, 1924, they show a net worth 
of $508,643 05, quick assets of $456,945 79 as against current liabilities 
of $211,403 00 or a ratio of more than 2 to 1 Their quick assets are 
made up of cash, $23,806 71, accounts receivable $37,555 00, merchan- 
dise, $279,522 00 and investments $116,062 00 The investments are 
all of a hquid nature with the possible exception of about $3,000 and 
are made up of Liberty bonds, War Savings stamps, savings accounts, 
bank, telephone, illuminating and railroad stock. 

This mformation is furnished m confidence, in response to your request, 
and is to be accepted by you without recourse to this institution or 
the undersigned 


Very truly yours, 

y b j 


Treasure! . 
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Statement H . I. J. Co . 

Mfrs Cocoa and Chocolate 
New York 

Duel Rating — AaAl 

Bradstreet — G Aa Jan 1, 1922. 

Assets 


Cash 

Accounts Receivable 
Notes Receivable 
Merchandise Inventory 


$ 240,503 65 
352,259 28 
21,300 00 

1,119,183 29 SI, 733, 246. 22 


Real Estate, Buildings, Machinery 
and Fixtures 
Less Depreciation 


$2,332,325 73 
676,795 35 


1,655,530.38 


Note The Standard 
Appraisal Com- 
pany under date 
of March 22, 1921 
appraised the 
above at $2,440,270 50 

Additions since ap- 
praisal 39 , 126 55 


Total $2,479,397 05 


Automobiles — Less Reserve for Depre- 


ciation $ 

22,711 

94 

Advances to Salesmen and Employees 

1,371 

47 

Collateral Notes from Customers 

220,000 

00 

Securities Owned 

43,486 

42 

Cash Surrender Value — Life Insurance 

2,415 

00 

Good Will, Trade Marks, etc 

738,875 

89 

Treasury Stock (1,024 shares Preferred 



par $100 00) 

72,659 

00 


Loans Payable 
Accounts Payable 
Sundry Loans and Deposits 
Personal Credit Balances 
Expense_ Accrued 


Liabilities 

$ 


$4,490,296 32 


400,000 00 
86,284 53 
8,877 03 
12,009 40 

14,367 02 $ 521,537.98 
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Bonds Payable — 6 per cent Serial 
Bonds, 1927 
Mortgages Payable 
Reserve — Bad Debts 
Machinery 

Preferred Stock — A uthorized 
$4,000,000 — Issued 

Common Stock — Authorized 40,000 
shares — no par applicable to 
40,000 shares — no par value stock 
Total 
Surplus — 

Balance — Jan 1 

1921 $ 7,586 17 

Add' Forfeitures on 
account of Stock 
Subscriptions 173 , 043 00 

$ 180,629 17 

Dividends 174,299 34 $ 6,129 83 

Loss for the year ended Dec 31, 

1921 . 755,858 98 

Deficit— Dec 31, 1921 749,529 15 

$4,490,296 32 

This is to certify that we have audited the books of H I J Co for 
the calendar yeai 1921 and that the attached Statement of Assets and 
Liabilities as of Jan 1, 1922 reflects, m our opinion, the true financial con- 
dition, as of that date 

In preparing these statements we have accepted the valuations placed 
upon Inventories by the Officeis of the Company 

(Signed) 

F E. R. 

Certified Public Accountant 

SALES — $3,291,045 80 After charging off general depreciation, all 
bad debts and depreciating their inventory to the lower of cost or 
market, the company showed a net loss of $755,858 98 
ENDORSED — H I J , addmg an outside worth, we are advised of 
$75,000 

BANK ACCOUNTS— National Park Bank, New York, N. Y. 

National City Bank, New York, N. Y. 

Hanover National Bank, New York, N Y. 

Nassau National Bank, Brooklyn, N. Y» 

Brooklyn Trust Company, Brooklyn, N Y 


449,583 50 
39,250 00 
10,000 00 
20,000 00 

2,210,500 00 

1,988,953 99 
$5,239,825 47 


46 
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Statement Analysis H. I. J. Co. — This is the statement 
of a well-known firm of chocolate and cocoa manufac- 
turers. It has several interesting features. 

The ratio is $1,733,246 to $521,537, or 3.3 to 1. 

Sales $3,291,045.80, or approximately $275,000 a month 

Cost of goods sold, allowing a gross profit of one third is 
approximately $2,500,000, or at the rate of $208,000 a 
month. 

Cash — $240,503.65 — a strong cash position. 

Accounts receivable — $352,259 28 or about five weeks’ 
sales. This also is favorable. 

Notes receivable — $21,300, are unaccounted for except 
as taken for old accounts. 

Merchandise — $1,119,183 29. — Some of this is finished, 
some in process and some raw. It is stated in the closing 
comment that, depreciating inventory to cost or market 
whichever was lower, the company showed a deficit of 
$755,858.98 for the year. This is a heavy loss and was 
probably due to sugar and cocoa contracts taken at 
high prices and which the firm honored. They probably 
got caught in the deflation following the war, and this is 
the result. They have taken their losses and started 
anew. This is good policy, but costly, and inevitable 
under such conditions as obtained at the time. They 
have a five months’ stock of goods on hand. Being non- 
perishable and a necessity of life it can be held until 
marketed. 

Real Estate , Buildings, Etc — $1,655,530.38. — In such a 
concern we would expect a heavy investment in plant, 
and such is the case. It has been scaled down about 
25 per cent. An independent appraisal places the 
value at more than the book figures. 

Automobiles, used for trucking, etc. have also been 
scaled down to $22,711.94. 

Advances to salesmen, $1,371.47 are nominal. 
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Collateral notes from customers — $220,000 are large 
enough to warrant inquiry. The broker can possibly 
explain this item. 

Securities owned — $43,486 42 are not scheduled and 
the quality is therefore unknown. 

Life Insurance, Surrender Value — $2,415. — This is no 
doubt a policy running to the company and taken on the 
life of one of the officials. Many firms are now carrying 
such insurance and paying for the same as an expense 
In a sense it is cashing in the worth of a man at his death. 

Good Will, Trade Marks, Etc. — $738,875.89. — The value 
of this item is open to question. The firm has an 
established name and its brands are well known. This 
item represents about 17 per cent of the total assets. 
Whether it is a proper asset at this figure cannot be 
stated without a full inquiry into the real value of the 
good will as reflected in a continuity of its trade. 

Treasury stock — $72,659 is the value of the unissued 
stock. 

Loans payable — $400,000 is the commercial paper 
outstanding at the time of the statement. 

Accounts Payable — $86,284.53. — The cost of goods 
sold was found to be approximately $200,000 a month. 
This item represents about thirteen days’ sales, showing 
the firm to be taking its discounts. 

Sundry accounts payable and deposits, personal credit 
balances, while not large (about $20,000), are not explain- 
able from the statement, except the item of personal 
credit balances, which no doubt represents amounts due 
to officers of the company. 

Expense accrued — $14,367.02 represents expenses 
accrued but not yet due, or due and unpaid. 

Bonds payable in 1927' — $449,583.50 have several 
years to run and are not an element of danger at the 
present time. 
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Mortgages payable — $39,250 are small in comparison 
to the value of the plant. This has no doubt been 
built from the proceeds of the stock issues. 

Reserves for machinery and bad debts are $30,000 

Stock issues — $2,210,500 and $1,988,953.99 show a 
heavy capitalization, which has gone into the plant and 
other working assets, and the property is reasonably 
free of debt. 

The surplus is practically ml — $6,329.83, but the divi- 
dends have been substantial — more than the profits 
would warrant. The loss for the year is $755,858.98. 
The company has had a bad year, but it has cut to the 
bone, and makes no effort to conceal its position in this 
respect. 

The paper bears a personal indorsement with a worth 
of $75,000 outside the business, which lends some 
support to the paper. 

General Comment. — The liquid position is good, the 
cash ample and the statement is a good one in spite of 
the losses taken. The plant (from personal knowledge) 
is well located, substantially built and has a large equity. 
The dividend of $174,299.34 was not warranted on 
account of the heavy loss for the year. The company is 
in position to meet its current debts and its funded 
obligations have several years to run It would be a 
safe risk. 


Checking Letters 
H I J Co 

In response to your mquny of the 15 instant, Messrs H I J Co are old 
and valued dealers of ours, having carried a very nice account with us for 
several years 

We give them a line up to our legal limit which is used but sparingly, is 
properly handled and paid out periodically They were off our books for 
three months last year and are availing themselves of half of their line 
at the present time 
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In common with others they felt severely the effects of the slow down in 
business last year as the result of which their operations for the year 
showed a considerable loss Their statement, however, at the end of the 
year shows a good proportion of assets to liabilities, and we believe them 
perfectly good for their obligations 

The management is well knoT\n to us, is energetic and progressive and 
w e have no hesitancy m extending them credit 

Very truly jours, 

TS,R 

Vice President 

We hold a very good opinion of H I J Co V 7 hile they had a prettj 
hard time last year, they used us only for a period of six months and were 
entirely out of debt here from October last until yesterday, when we 
loaned them $150,000 The Company always carried good balances and 
has enjoyed the confidence of their banking and trade friends. Follow- 
ing the recent death of Mr Blank, we are informed the Vice President 
and Treasurer will in the future endoise the paper and that these endorse- 
ments will carry an equal, if not a greater, financial responsibility 

Yours very truly, 

E. N T 

Mgr Credit Dept 

The business of H I J Co , inquired about m your letter of May 15, 
was estabhshed many years ago and the company is now generally 
regarded as one of the leading manufacturers of cocoa and chocolate m 
this country 

It has been a depositor of ours since 1910 and our experience thioughout 
has been of a satisfactory character, although we have found the company 
an infrequent borrower and it has not asked us for credit favors since 
June 1921 

It has been reported to us that Mr Blank, formerly President of the 
company, recently passed away, but it is the general feeling that he had 
built up a good organization and we have always heard the management 
spoken of as capable and resourceful. When we made general inquiries 
on the name a short time ago, the information we obtamed from trade 
and banking circles was of a favorable character and we furthermore note 
that the company’s financial statement as of Jan 1, 1922 showed a 
ratio of current assets to current liabilities of over 3 to 1 with cash and 
i eceivable items sufficient to discharge current liabilities 

Very truly yours, 

F S. K 

Assistant Cashier 
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Statement D. E . F. Co 


Importers and Jobbers of General Merchandise 
New York , JNT. 7 

Dun Rating — AaAl Dec. 31, 1923 

Bradstreet — H Aa 


Assets 


Current Assets. 


Cash m Banks and on Hand 

$ 25,440 

94 

U S Government Liberty Loan 



Bonds, Notes War Savings Stamps 

8,586 

80 

Accounts Receivable 

857,908 

08 

Notes Receivable 

4,345 

88 

Trade Acceptances 



Receivable $ 21,264 15 



Less Trade Accept- 



ances Discounted 18,285 07 



Equity m Trade Acceptances 

2,979 

08 

Due from Officers . . 

9,563 

43 

Due from Salesmen and Employees 

6,074 

45 

Dividends Receivable 

131 

25 


Trading Assets 
Merchandise Inventory 
“Cost or Market 
whichever lower ” $779,911 69 

Foreign Currency Depos- 
its m Hand of Agents 
(for Purchase of 

Merchandise only) 112,982 80 892,894 49 $1,807,924 40 


Fixed and Other Assets. 

Loans and Advances % 19,300 00 

Investments — Stocks and Bonds- 

Book Value . 13,160 00 

Furniture and Fixtures — Book Value 5,007 27 

Prepaid Items and Accruals 3,232 66 40,699 93 


Liabilities 

Current Liabilities: 

Accounts Payable — Trade $150,597 07 

Trade Acceptances Payable 
Domestic , $ 5,380 20 


$1,848,624 33 
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Under Letters of 


Credit . . 47,561 11 

52,941 31 


Notes Payable to Banks 

150,000 00 


Merchandise Advances 

27,735 26 


Dividends Payable 

21,875 00 


Due to Officer 

15,861 36 


Due to Employees 

2,000 00 

$ 421,010 00 

Other Liabilities: 



Loans Payable 

$ 40,801 81 


Due to Old Partnership 

1,156 64 


Affiliated Company 

12,725 43 

54,683 88 

Total Current and Other Liabilities 


$ 475,693 88 

Reserves * 



Discounts 

$ 9,441 23 


Depreciation Furniture and Fixtures 

4,157 05 


Commissions 

1,459.12 


Bad Debts 

7,035 35 


Professional Services 

2,000 00 

24,092 75 

Capital Stock 



Authorized Issued and Outstanding 



Preferred and Cumulative 7 per 



cent 12,500 shares at $100 00 



par value each 

$1,250,000 00 


Common 



2,500 shares at $5 par value 



each 

12,500 00 

1,262,500 00 


Surplus 86,337 70 


$1,848,624 33 

Pursuant to engagement, we have audited the accounts of D E F. Co 
for the year ended December 31, 1923 and, 

We hereby certify, that m our opinion, the accompanying Balance 
Sheet correctly sets forth the financial condition of the company as at 
Dec 31, 1923 

(Signed) 

Public Accountants 

SALES — $6,047,625 75 NET PROFITS — $149,110 77 

DIVIDENDS— $87,500. 
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BANK ACCOUNTS — Atlantic National Bank, New York, N. Y 

Bank of the Manhattan Co , New York, N. Y 
Bank of the United States, New York, N. Y 

Analysis Statement D. E. F. Co. — The ratio of this 
statement is $1,807,924 to $421,010 or 4.3 to 1. This is 
an unusually high ratio. 

The sales are $6,047,625, or about $500,000 a month. 
Allowing a mark up of one-third, the cost of goods sold 
was about $4,500,000. 

Accounts receivable are $857,908.08 or less than two 
months’ sales. Not knowing the terms of sale in this 
concern we cannot pass on this item, but generally 
speaking this figure would seem to be normal. 

Notes Receivable — $4,345.88 — Inasmuch as this firm 
takes trade acceptances for current sales, it may be 
presumed that these notes represent past due accounts 
This item is however insignificant 

Trade Acceptances — $21,264 15, Etc. — The firm is 
using trade acceptances to a limited extent, discounting 
them in the banks and sets up the amount discounted to 
show the disposition of these instruments. This is proper. 

Due from Officers, Salesmen, Etc. — $9,563.43 and 
$6,074.45. — The firm is lending to its employees and tak- 
ing their notes. The reason for this is not stated. 
Advances to salesmen on account of commissions is 
permissible; but advances to officers is not a proper 
procedure. It indicates that they are drawing against 
future salaries. 

Merchandise — $779,911 69 at “cost or market which- 
ever is lower.” This is proper and properly stated. 

The cost of goods sold runs about $400,000 a month, and 
the firm has two months’ supply of merchandise. It also 
has two months’ sales on its books. This indicates that 
it is selling as fast as it buys and turns stock six times a 
year, which is commendable. 
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Foreign currency — $112,982.80, probably means cash 
in the hands of foreign buyers. 

Loans and advances, investments, etc. not being itemized 
we have no way of knowing their value The amounts 
are relatively small. 

Furniture and fixtures — $5,007.27 — a nominal sum. 
Being wholesalers, the firm does not need elaborate 
equipment for display, and this modest figure shows good 
judgment. 

Accounts Payable Trade — $150,597.07. — We found 
that the firm buys at the rate of about $400,000 a month. 
The amount due on accounts payable is therefore less 
than one-half a months’ purchases, indicating quite 
conclusively that it takes its discounts. 

Trade Acceptances Payable — $52,941.31. — The firm 
has purchased some merchandise on the acceptance plan 
and this indicates the liability on account of it. 

Notes Payable to Banks — $150,000. — The words “to 
banks” would indicate that this item is commercial 
paper outstanding; although borrowings from home bank 
may be included 

Merchandise advances — $27,735.26 indicates that the 
firm has received advance payments on account of 
merchandise sold and sets up this liability to show its 
obligation on account of such transactions. 1 

Dividends Payable — $21,875. — This is the amount of 
dividends payable at the time the statement is taken off 
and is a proper accounting procedure. 

Due to Officer — $15,861 36. — This item is sometimes 
found in statements where one of the members loans the 
firm money or allows profits or salary to accumulate. 
It would not seem necessary for this firm to borrow of its 
officers Frequently members of the firm or their 

l If this item represents merchandise purchased, it should be carried 
as an “account payable / 7 
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families prefer to have money invested in the firm, as a 
loan, to other forms of investment. 

Due to employees — $2,000 is probably of the same 
nature as the foregoing item. 

Loans Payable — $40,801.81. — This item cannot be 
explained without inquiry of the firm itself. It may be 
of the same nature as the two items just mentioned 

Due old partnership — $1,156.64 is undoubtedly a 
small unadjusted item due the former management. 

Due Affiliated Company — $12,725.43. — The nature of 
this is not self explanatory. 

Reserves — $24,092.75. — The company has set up 
reserves for discounts to be taken by customers, com- 
missions, furniture and fixtures, bad debts, and legal 
services, which is proper and commendable. 

The capital — $1,262,500 is substantial — two thirds 
the quick assets. 

Surplus — $86,337.70 is not commensurate with the 
capital. A bad year would cut heavily into this item 
and impair the capital. 

Net profits — $149,110.77 are a little over 2 per cent 
on sales, not a large return. The management must be 
economical and efficient, credits well in hand, losses 
carefully avoided, or the net profits will shrink to 
a negligible figure. 

Dividends — $87,500, are 7 per cent on the preferred 
stock as per agreement. 

General Comment. — This is a good statement. The 
liquid position is strong. The current debts are small 
in comparison with the current assets, and the creditors 
are well protected. The stockholders, however, are not 
so well protected, and the company for the current year, 
at least, is paying out more than half its net profits in 
dividends. The paper is a safe purchase. Being 
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audited by a well known firm and of recent date the 
figures may be accepted as stated. 

Checking Letters D E F Co 

The D E. F. Co has maintained a very good and entirely satisfactory 
account with our Atlantic Office for a number of years and we are pleased 
to grant them a liberal line of accommodation on their own paper with- 
out any endorsements They are not steady or excessive m their 
borrowings and at all times maintain balances commensurate with their 
commitments 

Their financial statement of December 31, 1923 mdicates progress and 
ample quick assets to pay business liabilities 

Yours very truly, 

A. B X 

Credit Manager . 

We have yours of the 22nd regarding the D E F Co 

In reply, beg to state that we have been favored with this concern’s 
account for the past year and a half The personnel is very well known 
to us and enjoys our fullest confidence which is evidenced by the fact 
that we accommodate them on their straight corporate note to the extent 
of $200,000. At this writing they are out of our debt entirely and they 
maintain excellent balances 

Investigations through trade and banking circles, periodically, disclose 
nothing of an unfavorable nature and due to our favorable relations with 
them we recommend the purchase of their paper as a safe banking 
investment 

Very truly yours, 

G S S 

Credit Managei 

Statement of the X . Y.Z. Drug Co 
Mfrs. & Whol of Drugs 
New York , N. Y. 

Dun Rating — AaAl 

Bradstreet — G Aa Dec 31, 1921 

(After giving effect to an issue of $500,000 First Preferred Stock 
consummated as of April 1, 1922) 

Assets 

Current, 

Cash m Banks and on Hand $ 97,024 93 

Accounts Receiv- 
able — Trade $924,681 59 



732 


COMMERCIAL BANKING 


Accounts Receiv- 

able— Miscel . 8,833 89 933,515 48 

Notes Receivable 
Trade 

Notes Receivable 
Miscel 

United States, Municipal and Rail- 
road Bonds (Market Value 
$120,964 92) 122,768 62 

Inventory of Raw, Semi-finished 
and Finished Merchandise 2,030,402 91 $3,211,004 72 


$ 12,546 78 

14,746 00 27,292 78 


3,113,979 79 


Deferred 

Inventory of Advertising Matter, 

Salesmen’s Samples, Printed Mat- 
ter, etc $ 57,407 31 

Insurance Unexpired 10,348 56 


67,755 87 


Fixed 

Land $ 126,859 26 

Plant — Land and Buildings 609,894 22 

Machinery and Equipment 284,620 37 1,021,373 85 


407,681 33 
574,348 36 

$5,282,164 13 

Liabilities 

Current 

Accounts Payable — Trade, etc $ 306,527 25 

Preferred Dividend Payable, Jan 
3, 1922 17,500 00 

Notes Payable — Banks and Bankers 912,500 00 

Notes Payable — Miscellaneous 21,000 00 

Accounts Payable — Stockholders 

and Relatives, Employes, etc 272,165 95 $1,529,693 20 


Investments m Other Companies (at Cost) 

The Chemical Corporation $ 389,681 33 

T P Publishing Co 18,000 00 

Good Will, Rights, Formulae, etc 
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Liabilities, Current — Brought F o r - 
ward 
Deferred: 

Account Payable — Tooth Powder 
Rights (payable m equal install- 
ments over ten years) 

M ortgages Payable 
On Plant — Land and Buildings — 
due Dec , 1924, installments pay- 
able $5,000 00 semianually 
Reserves' 

For Depreciation of Plant Buildings $ 
For Depreciation of Machinery and 
Equipment 

For Bad and Doubtful Accounts 
For Notes Receivable 


66,538 50 

109,324 88 
50,000.00 
14,146 00 


$1,529,693.20 


66,666 66 


195,000 00 


240,009 38 


Capital Stock * 

7 per cent First Preferred — Author- 
ized — 5,000 shs of $100 par, all 
outstanding $ 500,000 00 

7 per cent Second Preferred — 

Authorized — 10,000 shs of $100 
par, all outstanding 1,000,000 00 

Common — Authorized — 30,000 shs 
all outstanding at a paid m value 
of 1,515,299 81 

Surplus 


3,015,299 81 
235,495 08 


$5,282,164 13 

We have made an examination of the books and accounts of X Y Z 
Drug Co , as at Dec 31, 1921, and we hereby certify that the above 
Balance Sheet is correct as stated 

The Inventories have been certified to us as bemg at cost or market, 
whichever is lower, and appear to have been correctly compiled. In our 
opmion proper Reserves have been created for Depreciation and for Bad 
and Doubtful Accounts 

(Signed) 

T D & P 
Auditors 

This business was established over seventy years ago and has enjoyed 
an unbroken record of success The partnership which had existed 
for many years was succeeded on Jan. 1, 1917 by the present Corpora* 
tion, chartered under New York laws The Officers of the Corporation 
are all active m the business and include the former partners 
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The house of X Y. Z. Co. is recognized as one of the best known houses 
in the drug trade, having a well-established clientele thioughout the 
entire country 

Amounts due stockholders, relatives and employees represent deposits, 
a large percentage having been on deposit with the Company for a 
period of years 

The company’s volume for 1921 was over $6,000,000 

BANK ACCOUN TS — National City Bank, New York, N. Y 
Equitable Trust Co , New York, N. Y 
The Bank of America, New York, N. Y 
Chemical National Bank, New York, N Y 
Irving National Bank, New York, N. Y 
(Market and Fulton Branch) 

The Bank of New York, New York, N Y 

Analysis X. Y. Z. Drug Co. — This is an old and well- 
known firm of wholesale druggists. It has been estab- 
lished over seventy years and has enjoyed unbroken 
success. The sales for 1921 were over $6,000,000 or 
$500,000 a month. The ratio is $3,211 to 1,529 or 
2.1 to 1. 

The cash is substantial, and in handling this volume 
of business a large cash balance is necessary. 

The accounts receivable are $933,515.48 or about two 
months’ sales. 

The notes receivable are but $27,292.78, a nominal 
amount. The company has used part of its profits to 
purchase high grade securities m the sum of $122,768.62. 
It has therefore a secondary reserve to fall back upon 
in case of need and could use these as collateral or sell 
outright. The merchandise — $2,030,402.91 is certified 
to by the auditors, as carried at cost or market which- 
ever was lower. Such a stock will not deteriorate and 
most of it is staple. On a mark-up of one-third, the cost 
of goods sold is about $4,500,000, or about $400,000 a 
month. There is therefore a five months’ supply of 
merchandise on hand. Stock is turned about two and 
one-quarter times a year. 
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Inventory of Advertising Matter Etc. — $57,407.31. — The 
advertising expense in the form of booklets, etc , 
samples of goods for salesmen’s use has been set up as 
a deferred asset. The costs have been charged to 
expense account and a deferred asset in this form set 
up. This is essentially an inventory of printed matter, 
presumably at cost. It is valuable only to a going 
concern. 

Insurance Unexpired — $10,348.56. — It is customary to 
hold the unexpired insurance premiums as an asset. 
The premiums are paid as a rule for three years in 
advance, and the amount for the unexpired term is 
ascertained and carried as unexpired insurance. 

The land , buildings and equipment are carried at $1,021,- 
373.85. Depreciation is set up as a liability on the 
other side at $175,863.38. The conservatism of this 
item cannot be stated from the information submitted. 

The company has invested $407,681.33 in other com- 
panies as mentioned, at cost. This is usually done 
for the purpose of controlling the output, thus making 
one concern dependent upon another. Such investments 
may or may not have great value; but as a rule the inter- 
locking interests make such investments more valuable 
to the controlling company than would be the case if 
they were independently operated. The selling facilities 
of the parent concern in this instance will make a sub- 
sidiary company sure of its market at a minimum of 
selling expense. 

Good Will, Rights, Formulae, Etc .• — $574,348.36. — This 
concern has an established name, valuable preparations 
and a long history. It is seasoned, and the trade that 
will follow the name without regard to the personal 
element is exceedingly valuable. This item does not 
greatly strengthen the statement, neither does it 
injure it. 
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Liabilities: 

Accounts payable — $306,527.24 are less than a month’s 
purchases and indicate that the firm takes its trade 
discounts. 

The dividend — $17,500 is payable at the time this 
statement is taken and is properly set up as a Lability. 

The notes payable to banks — $912,500, m round 
amount, are substantial, but less than one-third the 
quick liabilities. 

The miscellaneous notes payable — $21,000 are not 
explained. 

Accounts payable to stockholders, employees etc — 
$272,165 95 are explained by the auditors, in stating 
that a large part of these advances have been carried 
for a long time. 

It is evident that this firm enjoys the confidence of 
those who are affiliated with it and its friends who have 
placed their funds in its care as a permanent investment. 
Such is often the case. 

Accounts payable — rights (for a popular brand of 
tooth powder) $66,666.66 are payable over a period of 
years and are not in position to embarass the company in 
any way. These rights have evidently been acquired 
on a part payment or royalty basis. 

Mortgages Payable — $195,000. — The book value of 
the land and buildings is $736,000, and on this basis 
the mortgage is nominal. The due date of this mortgage 
is important in showing when this liability must be met 
or extended. As a mortgage for one-third the value of 
the property it would not ordinarily be difficult to place, 
but m an adverse money market all mortgages are 
difficult to obtain except at excessive costs. 

Reserves — $240,009.38. — The reserve for depreciation 
of plant and machinery has already been commented 
upon The reserve for bad debts would seem to be 
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substantial — $50,000, and for notes receivable $14,146 
equals one-half the amount carried. The company 
has three classes of stock, preferred — $500,000, second 
preferred — $1,000,000, and common of no par value, 
held at $1,515,299.81. The process of issue of the last 
mentioned stock would show the value received for it. 
The stock issues are nearly equal to the total quick 
assets and nearly three times the fixed assets. 

Surplus — $235,495.08 is not large for so large a con- 
cern and a bad year would seriously cut into the surplus 
but considered as a whole the statement is a good one. 

Checking Letter X Y. Z Drug Co 


In answer to your letter of the 8th instant, X Y Z Drug Co. (Whole- 
sale Drugs) this city, are one of our old and valued customers. The 
business is directed by capable and experienced men whom we regard 
favorably as to their character and ability and as you may know, the 
concern is one of the oldest and most prominent m this line of busmess. 

Their statement of Dec 31, 1921 claimed a net worth in excess of 
$2,300,000 and while a rather heavy debt was reflected, we are informed 
that they have capitalized $500,000 of their Labilities which puts the 
figures on a more attractive basis Our impressions of the company 
have always been entirely favorable and we are pleased to extend credit 
up to $150,000 to 200,000 of which only a part is being employed at this 
time 

In view of the foregoing, m our opinion the concern is entitled to your 
confidence 

Yours very truly, 

G. H P. 

Assistant Manager 

Statement IF. V. G Co . 


Cash 

Accounts Receivable 
Merchandise 

Furniture and Fixtures 
W V G Publications 

47 


Publishers 
New York, 'N Y 

Assefs 

$ 32,483 07 
790,593 39 
116,728 16 


Dec 31, 1923 


$ 939,804 62 

21,003 13 
283,375 09 
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Affiliated Publications 


592,086 00 

Deferred Charges 


38,946 40 



$1,875,215 24 

Liabilities 



Bills Payable 

$294,000 00 


Accounts Payable 

54,523 23 


Accrued Charges and Reserves 

5,026 12 

$ 353,549 35 

Surplus and Undivided Profits 

Capital Stock-Preferred 

$335,630 00 

191,115 89 

Common 

994,920 00 

1,330,550 00 



$1,875,215 24 


(Signed) W. V G , Co 
By W V G , Pres 

SALES — $885, 89 0 47 PROFITS— $73,197 53 DIVIDENDS— $11,752 
BANK ACCOUNTS— Chemical National Bank, New York, N Y 
Metropolitan Tiust Co , New York, N Y 
Continental & Commercial National Bank, 
Chicago, 111 

Analysis W. V. G. Co. — This is a publishing house, 
publishing several magazines and a variety of books sold 
on the installment plan. The business was organized 
in 1906 with paid in capital of $12,000. Fifteen years 
later it was incorporated in Delaware with authorized 
capital of $2,000,000, of which $750,000 is preferred and 
$1,250,000 common. 

Ratio — $939,804 to $353,549 or 2.6 to 1. This is 
satisfactory, provided the other items analyze well. 

Accounts Receivable — $790,593.39. — We find the sales 
to be $885,890.47 for the past year — an average of about 
$74,000 a month. It has therefore over ten months’ 
sales on its books. In selling books on installments, it is 
expected that the term will run about a year and this 
bears out such assumption. These accounts being pay- 
able in installments, are not a quick asset, but reasonably 
sure of collection, with the usual losses incident to such 
business. 
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Merchandise — $116,728.16. — This consists no doubt 
of books. The book sales not being given separate from 
magazine receipts, we cannot estimate the turnover, or 
the sufficiency of stock. As long as they are successful m 
selling through their sales organization, the value of this 
merchandise will remain stable; but as soon as selling 
is curtailed its value will shrink heavily. (As a matter 
of fact the author has a set of the books featured in this 
statement; and at the time this analysis was made, he 
was in receipt of an offer from a New York house of 
large wealth, offering this set at a nominal figure.) 

Furniture and Fixtures — $21,003.13. — This no doubt 
represents the office equipment, and its worth cannot be 
told from the figures as submitted. It would properly 
be excluded in passing upon the credit risk. 

The W. V. G. Publications — $283,375.09 represent 
books in sets and ready for delivery The basis of this 
inventory is not stated. 

Affiliated publications — $592,086 represents the maga- 
zines and other publications, but the basis of these figures 
is not given and therefore no opinion can be expressed 
concerning this item. 

Bills Payable — $294,000. — It would seem that this 
firm has borrowed in the open market in order to finance 
its accounts receivable. Commercial paper has been 
turned into reasonably long book accounts. The firm 
cannot clean up at any time, for it must constantly 
borrow m order to finance its time payments. 

Accounts Payable — $54,523 23.— This item is not large 
and would indicate that the firm takes its discounts 
and pays promptly. With a gross profit of one-third, 
the cost of goods sold is $666,000 — an average monthly 
charge of about $50,000 It has one month’s purchases 
unpaid for 
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The nature of deferred charges $38,946.40 and accrued 
charges and reserves $5,026.12 cannot be determined 
from this statement as set up. 

Capital stock issued — $1,330,550. — This makes the 
investment of the stockholders substantial and many 
times the debt m the open market. 

These capital contributions have gone into books, 
magazines and installment accounts, with all the risk 
involved m the publishing business. It is not supplying 
a necessity of life and the sales must be made through 
an expensive selling organization that takes the goods to 
the consumer. 

Profits — $73,197.53. — This is about 8 per cent of sales, 
out of which dividends of $11,752 have been paid on the 
preferred stock, or about 3 per cent. This statement is 
not audited, and makes no provision for profits taxes foi 
1923. 

General Comment. — While the ratio is proper, I do 
not like the aspect of this statement The business is 
risky, and subject to many hazards. The net profits are 
about 5}-i per cent on the capital, too close a margin 
for the stockholders’ good. The accounts receivable 
will surely shrink m their collection, and while the 
surplus $191,115 89 would indicate profits had been 
substantial, these accumulations have been only about 
$12,000 a year. From the nature of the business and the 
fact that this statement is unaudited, I would not buy 
this paper, whatever the bank checking might be 

Statement B. J H. Co 
Dun Eating — B -f 1 (Mfrs Shoes) 

Bradstreet — J A New Jersey Dec 31, 1921, 

Assets 

Current Assets 

Cash m Banks and on Hand 113,356 68 

Notes Receivable 18,779 16 
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Accounts Receivable — Customers 
Domestic $172,659 55 

Cuban 28,926 44 

Controlled Shoe Stores 79,671 12 

Sundry Employees 333 34 


281,590 45 

Advance Payments on Purchases 120 76 

Investments 

United States Victory Loan Bonds — 

Par $ 2,150 00 

Capital Stock of United 
Shoe Machinery Co — 

at par 1,800 00 3,950 00 


Inventories 

Finished Goods $ 98,296 48 

Goods m Process 36,743 23 

Materials and Supplies 165,823 19 300,862 90 $618,659 95 


Charges, etc Delened to Future Operations 
Advances to Employees on Accounts 
of Commissions and Salaries Defer- 


red to Future Operations 
Prepaid Interest 
Accrued Dividend 
Unexpired Insurance 


$ 14,007 41 
1,335 31 
36 00 
4,426 42 


19,805 14 


Investment m Shoe Stores 

Capital Stock $ 39 , 608 00 

Loan to Manager of Sulhvan Co 

(Secured) 1,900 00 41,508 00 


Fixed Assets (Less Depreciation) 
Real Estate and Buildings 
Machinery, Equipment and 
Furniture 
Lasts 


$176,330 38 

Office 

71,514 65 

6,000 00 253,845 03 


$933,818 12 

Liabilities 

Current Liabilities 

Notes Payable $160,000 00 

Accounts Payable 20,335 72 
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Customers* Advances for Purchase of 

Merchandise . . 2,035 68 

Accrued Wages, Interest, Liability Insur- 
ance, etc 3,323 97 $185,695 37 


Special Deposits of Officers and Others 
Mortgage on Real Estate 
Capital Stock 

6 per cent Cumulative Preferred 
(Authorized $500,000 00 — Issued 

and Outstanding . $ 86,200 00 

(Dividend paid to Aug 1, 1921) 

Common (Authorized $500,000.00) — 

Issued and Outstanding 300 , 000 00 

Surplus 


104,948 64 
42,000 00 


386,200 00 
214,974 11 


$933,818 12 

CERTIFICATE OF AUDITORS 

We have examined the accounts of the B J H. Co , New Jersey, for 
the purpose of verifying the assets and liabilities as at Dec 31, 1921, 
and have compiled therefrom the foregoing Balance Sheet, which is m 
agreement with the books 

The notes and accounts receivable are considered to be collectible, all 
known bad accounts having been written off Responsible officials of the 
Company have certified to us that the inventories were carefully taken 
and are correct as to quantities and valuation. We have verified the 
clerical accuracy of the inventories and have investigated the prices used, 
finding them to be on the basis of cost or market, whichever was lower 
All known direct liabilities have been included, with the exception that 
provision has not been made for an assessment for Income and Excess 
Profits Taxes for prior years, the liability on which will be approximately 
$10,000 

On the foregoing basis we certify that, m our opinion, the foregoing 
Balance Sheet presents the financial condition of the company as at 
Dec. 31, 1921 

(Signed) MARWICK, MITCHELL & CO 

SALES — $906,097 19 PROFITS— $644 52 after charging off $18,300 

depreciation, all bad debts and marking merchandise inventories 
down to lower of cost or market 
Paid Dividends on Preferred Stock of 6 per cent 
BANK ACCOUNTS — Guaranty Trust Co , New York, N Y 

National Newark & Essex Banking Co., Newark, 
N J 

American National Bank, Newark, N J 
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Analysis B. J. H. Statement. — This shoe manufacturer 
does a business of $900,000 a year. 

The ratio is $618,659 to $185,685 or 3.3 to 1. The 
liquid position is strong. 

The cash — $13,356.68 would seem entirely too low for a 
concern of this size and the cash position is extremely weak. 
There may be a reason, which should be inquired into. 

The notes receivable — $18,779.16 are normal. 

The accounts receivable — $281,590 45 are about four 
months’ sales. Shoes are sold on longer credit than 
generally obtains and this would not be out of proportion. 

The investments are not heavy, both items being of 
high quahty. 

The inventory — $618,659 95 is certified to as being 
taken on a cost or market basis and may be accepted as 
stated. Such a manufacturer is not apt to become 
loaded with unsalable merchandise, orders being taken 
from samples. The retailer is more apt to be the sufferer. 
The danger is of returned merchandise ; but until the retailer 
feels the pulse of his trade he cannot determine the 
salability of merchandise. This stock is not hkely to go 
out of fashion while on the hands of the manufacturer. 

Deferred charges — $19,805.14 have been commented 
on heretofore and need no repetition at this point. 

Investments in shoe stores — $39,608 are undoubtedly 
investments in retailing establishments handling this 
line of shoes. Inquiry would probably show that the 
company is running retail stores of its own. If so, it 
makes both a manufacturing and a trading profit. The 
stock of these stores would not have a market value, 
although it might be valuable as controlling the retail 
end of the business. 

The company has loaned $1,900 on security of some 
kind, not stated. It would likely prove an accommoda- 
tion loan. 
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The real estate, machinery, office equipment, etc. , and 
lasts are listed at their depreciated value — $253,845.03 
The basis of this appraisal is not stated. 

The concern has commercial paper amounting to 
$160,000 outstanding 

The accounts payable are nominal $20,335.72. 

Customers advances for merchandise and accrued 
wages, etc., are about $5,000 It is evident that the 
officers have left part of their salaries, or savings m 
the business, and others interested in the firm have 
loaned it money to the extent of $104,948.64, treated 
as a special deposit, and not listed as a quick liability. 

The mortgage is small — $42,000. 

Out of an authorized capital of $1,000,000 preferred 
and common, only $86,200 of pieferred and $300,000 
common has been issued. 

The surplus is $214,974.11, or about 23 per cent of the 
total assets. The profits have been absorbed in depre- 
ciation of merchandise, charge offs, other depreciation, 
and the company has about “broken even” during the 
year under review. The company has paid dividends of 
but 6 per cent on the $86,200 preferred stock outstanding. 

General Comment. — The liquid position is strong; 
the cash position weak. The results of operation have 
been unsatisfactory, but this was characteristic of 
1921. The company is still strong in many ways and 
its paper would still be considered a safe banking risk. 

Checking Letters 

B J H. Company, New Jersey, mqmied about Sept. 22, opened 
an account here January, 1919 Although we give them a line of 
1100,000 unsecured, they have never used more than $60,000, which 
amount is out now, and have cleaned up each year for several months. 

The company manufactures a line of high grade shoes, which seems to 
meet with favor in the trade, enabling them to show sales of over 
$1,000,000 ajyear as a rule Their operations for 1921 were conducted at a 
profit, since most of the losses general m the shoe industry were taken by 
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the company m 1920. The plant located m New Jersey is considered 
one of the most modern m the State and is carried at a conservative 
valuation 

Our acquaintance with and confidence m Mr B J H and Mr D 
encourage faith m tlie future prosperity of the company, m view of which 
we recommend the note as a desirable investment 

Yours very truly, 
Credit Manage ? 

The B J H Company, of New Jeisey, subject of your letter of Sept 
22, has been valued customers of this bank for a number of years, and 
the relationship has been entirely satisfactory The business is under 
capable management 

We have extended them a liberal line of credit accommodation, which 
is properly used At present they are out of debt 

Our own good opinion is confirmed by depository banks, and m the 
trade the firm enjoys an excellent leputation Our experience with this 
account has been that a reasonable amount of its paper should 
constitute a satisfactory banking investment 

Youis truly, 
Cashiei 

Analysis B. Bros. Statement. 1 — This statement con- 
tains one of the romances of American business. In 
1896 three practical cigar makers formed a co-partner- 
ship to manufacture cigars. They were brothers and 
had but a nominal capital. The earnings of the business 
were steadily reinvested m the business until 1912 
when the investment amounted to $324,000. The 
business was then incorporated and the policy of returning 
the earnings back into the business was continued. 
Ninety-seven per cent of the earnings was so reinvested 
until 1919, the investment at that date having grown to 
$1,295,259.37. In 1920 three companies were merged 
and $1,000,000 of stock was sold, being the first outside 
money to be brought into the business. On Dec. 
31, 1922, the investment had grown to $3,552,313.39 
and the total assets $5,828,932.69. The sales grew 
from $3,981,000 in 1918 to $10,427,000 in 1922. The 
net earnings grew from $137,900 in 1918 to $1,123,900 

1 See page 746. 
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m 1922. During 1921, a period of general depression, 
tliis concern earned a larger profit than during any 
previous year of its history. 

There are several exceptionally strong features about 
this statement. The ratio is 7.7 to 1, which is exception- 
ally large. This statement gives effect to the issue of 
$2,000,000 new stock and the retirement of $1,000,000 
old first pi ef erred stock which was' converted into com- 
mon stock and reduced to a par value of $234,900. The 
entire proceeds of the new stock was used for the retire- 
ment of the old stock, the reduction of current liabilities 
and the provision for new working capital made neces- 
sary by the rapidly increasing business. 

The net sales were at the rate of approximately 
$900,000 a month. The accounts and notes receivable 
represent less than forty- five days’ sales. Allowing a mark 
up as high as 50 per cent the cost of goods sold amounts to 
$600,000 a month. The accounts payable represent 
about fifteen days’ purchases 

The land and buildings are carried at $585,391.93, 
while the appraisal of an independent concern places 
the value of the fixed assets at a depreciated figure of 
$1,156,929.08. The plant is therefore carried at one-half 
its appraised value. 

Analysis, Comparative Statement B. Bros. — The five- 
year comparative statement is interesting It shows 
steady and consistent growth in all items. The quick 
assets increase from $1,847,410 in 1918 to $5,084,599.14 
in 1922. The ratio remains stationary except during 
1922 when the new capital was introduced, which greatly 
increased this factor of safety. At the next audit the 
ultimate effect of the new money will become apparent 

A review of the figures in the comparative statement is 
unnecessary, inasmuch as the reader may form his own 
conclusions by following the various items from 1918 
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to 1922. As a matter of fact this statement from every 
viewpoint is so admirable that it excites only wonder at 
the consistent progress made by these three brothers. 
The war, of course, gave the business a great impetus, but 
they were able to “keep their heads while other firms 
were losing theirs,” (to paraphrase Kipling) and the result 
shows the wisdom of the management From nothing 
they have created a great business, which produced 
substantial profits from the beginning and which marks 
these men as of exceptional ability and foresight. The 
five year summary of profits and sales speaks for itself. 


Years ended 

Dec 31 

Net sales 

Net profits 
before taxes 

Net profits 
after taxes 

1918 

$ 3,981,460 99 

* 222,443 48 

$ 137,975 29 

1919 

. 5,202,078 23 

271,788 86 

209,152.71 

1920 

9,654,922 83 

524,573 37 

364,249 92 

1921 

9,580,143 81 

674,342 69 

498,126 73 

1922 

10,427,177 25 

i 

1,284,486 79 

1,123,925 94 



CHAPTER XXIII 

THE SAVINGS DEPARTMENT 1 

Evolution of the Savings Ledger. — The first savings 
bank in the United States used a journal into which 
were posted all transactions m the order m which they 
originated. From the journal they were posted into 
the various ledger accounts. These were bound books 
with numbered pages, only three columns being used, i e 
Date, Debit and Credit columns. 

Periodically the debit and credit columns were totaled 
and the difference (balance) was entered m red ink. 
The columns were then ruled off and the balance carried 
forward. In order to determine the balance at any 
time other than at the time books were closed, it was 
necessary to total the debit and credit columns and then 
strike a balance. The only proof of postings obtained, 
was when the ledger was ruled off and a complete trial 
balance taken. 

This was later improved by adding a balance column 
which provided a means of obtaining a proof of postings 
each day in the following manner: By entering on 
a scratcher or blotter the old and new balances at 
time account was posted and then totaling old and 
new balances, the difference between the two totals 
would equal the difference between the deposits and 
withdrawals. 

1 Otherwise called the u Interest Department,” “ Thrift Accounts/' 
“Compound Interest Department,” etc , in order to comply with the New 
York law, which limits the use of the word “savings” to savings banks 
and savings and loan associations By Courtesy Yawman and Erbe 
Mfg Co , Rochester, N Y 
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This met the disfavor of a great many bankers who 
thought it too burdensome to extend the balance after 
each posting. 

The old bound ledger required a very intricate index- 
ing system as the number of accounts grew, and much 
time was lost in locating accounts when posting. These 
ledgers were clumsy and hard to handle, required a great 
amount of space and were very expensive. 


DATE 



1 hereby agree to be bound by conditions printed on reverse side 

NO 




AMOUNT 



♦ 




AGE 


Residence 

• 



Birth 

Place 

Father*s Name 

OCCUPATION 

Mother's Name 




Form 57. — Signature card — savings department. 


The next development was the loose-leaf system, the 
manufacturers of which had a hard time convincing 
bankers that they were practical and safe. But after 
a few years they were accepted as the last word in savmgs 
ledgers. 

This type of ledger facihtated the handling and proving 
of accounts. As the bookkeeper made his postings, he 
inserted shps of paper next to leaf on which postmgs 
were made, and later these postings were proven by 
going through the same process as outlined when the 
bound ledger was used. 
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This system was greatly improved by the use of adding 
machines as they eliminated the blotter or scratcher. 

The next and latest development was the card ledger 
which met with some opposition from the conservative 
type of banker, chiefly because he contended that a 
ledger card would be lost. But when asked if the bank 
ever lost five dollar bills he became highly indignant. 
He was told to consider each ledger card as he would a 
five dollar bill. 

By the use of deposit and withdrawal tickets where the 
customer wrote his own ticket, which when sorted in 
order allowed the bookkeeper to make his postings with- 
out skipping back and forth in the ledger, there was 
a great saving of time and effort. 

The ledger card today is being used by a great numbei 
of banks, particularly those of progressive type, it being 
adapted to either hand or mechanical posting. 

The card ledger is applicable to any method of handling 
accounts and in any size or type of bank. The following 
are some of the methods used at present time and their 
advantages’ 

Plan or Method 1 . — This method is used in banks 
where the number of accounts is small and one clerk can 
take care of the window work as well as the bookkeeping. 

All cards are placed in or directly behind the cage. 
This can be arranged by use of vault truck which can also 
contain signature and index cards. 

Deposits. — When a deposit is made, card is removed 
from file and replaced with “out guide.” Deposit is then 
posted and card laid aside. (Posting can be made at 
close of day.) 

Withdrawals. — Signature and pass book balance are 
compared with card which is removed from file and 
replaced by out guide. Posting is made and card 
laid aside. (Posting can be made at close of day ) 
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Daily Proof of Postings. — A run is made of deposit 
slips. 

A run is made of withdrawal slips. 

A run is made of old balances (balances on cards before 
current day’s postings) on cards affected 



28 

29 

*0 l 

Form 58 — Savings department record of deposits — posting proof 

A run is made of new balances (balances on cards after 
current day’s postings). 

The difference between the old and new balances must 
equal the difference between deposits and withdrawals 

Comment. — This system, or any system where the 
teller has control of the ledger, is not advisable as 
it leaves the door open and invites manipulation of 
accounts 

Where the one-man system is used, an officer or an 
audit committee of the Board of Directors should person- 

48 
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ally take an independent trial balance, and should per- 
sonally (or appoint a substitute) check pass books against 
the cards periodically. 

Plan or Method 2. — This method is used where work 
is divided, i.e. tellers doing window work and bookkeepers 
handling ledgers. 

Deposits. — Customers with few exceptions write their 
own deposit tickets. Teller proves deposit and enters 
it in pass book, noting new balance on deposit ticket. 
Deposit Tickets are entered on proof sheet by teller and 
then turned over to bookkeeper. 

Withdrawals. — Customer writes own withdrawal slip. 
Teller compares pass book with ledger card or has a 
clerk or bookkeeper make the comparison. Teller then 
compares signature with signature card, deducts amount 
from pass book and makes payment to customer. Teller 
should also note amount of new balance on withdrawal 
slip. Withdrawal slip is then entered on proof sheet and 
turned over to bookkeeper. 

Bookkeeper. — Bookkeeper makes a hst of deposit and 
withdrawal tickets to see that amount received corre- 
sponds with amount with which he is charged. Tickets 
are then sorted into numerical order, cards pulled and 
out guides inserted m their stead, postings made and proof 
taken i.e., old and new balances are run from cards 
affected. The difference between old and new balance 
should equal the difference between deposits and 
withdrawals. 

Suggestions. — Under this system, the practice of 
inserting an out guide at time pass book is compared 
before withdrawal is made, has proven of great value 

By having the bookkeeper run the amounts of new 
balances listed on deposit and withdrawal tickets, and 
comparing same with new balances run from cards, 
any errors existing between the pass book and ledger 
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card can be quickly detected. This will also prove that 
the proper card has been posted. 

Plan or Method 3. — This method is used by banks 
which protect themselves with as many safeguards as 
possible. 

Deposits. — Clerk at window makes out deposit ticket 
for customer and on a proof sheet or adding machine 
records number of account and amount of deposit. 




In account with COMMERCIAL BANK 

Date 

Drafts 

Deposits 

V 

Balance 




























































— 


L 

u 

J 

— 

— 

L 

— 

U 


— 

— . 

_ 

__ 

__ 





— 

— 

— 

H 

— 

— 

— 

— 


— 

— 

— 

— 


— 

= 





























































Form 59 — Savings ledger card 


Pass book with monies and deposit ticket are then 
passed on to receiving teller who proves the deposit 
and enters same in pass book also noting amount of new 
balance on deposit ticket. Deposit tickets are passed on 
to bookkeeper after being entered on teller’s proof. 
At close of the day the receipts of receiving teller must 
equal amount recorded by first clerk. 

Withdrawals. — Clerk at window makes out withdrawal 
ticket which customer signs. He then compares pass 
book with ledger card or turns it over to bookkeeper for 
comparison and 0. K. of withdrawal ticket. He then 
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records number of account and amount withdrawn and 
passes withdrawal ticket and pass book to paying teller 
who compares the signature, makes deduction from pass 
book and pays customer, also noting amount of new 
balance on withdrawal ticket. After teller enters slips 
on proof sheet they are passed on to bookkeeper. 


LIST OF WITHDRAWALS 

Savings Department 

COMMERCIAL BANK 


O 


Postings are made to 
tbiB sheet from with- 
drawal slips. Book 
number and name only 
in this section . Amount 
carried to this (column! 
leaving this column' bli 


Checking clerk enters in 
this column whatever he 
finds posted on account 
under current date 

Stub is torn off before 
checking begins and held 
by bookkeeper. 

Total of main section 
must agree with stub 



L. ^ — j 

_ 

_ 

L ^ 


_ 



1 






J 

-J 



28 

29 

30 








Form 60 — Savings department record of withdrawals 


Total of all payments made by paying teller must 
equal total recorded by first clerk. 

Bookkeepers. — Method of bookkeepers is same as 
described in Plan 2. 

Comment. — It can readily be seen that under this 
system it is almost impossible for teller to default. 

Mechanical Posting. — Practically all posting machines 
now manufactured combine the posting and proving in 
the same operation. 
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For additional check as to proper posting, a good many 
systems have been devised by these manufacturers, such 
as creating a predetermined total of old balances, 
accumulating account numbers and clearing machines 
by deducting pass book balances. 

Advantages of the Card System. — The advantages of 
the card ledger are so well understood that most banks 
which still use the loose-leaf ledger are merely waiting 
an opportunity to change. 

Conservation of Space. — The card ledger conserves 
space because it is compact. Closed accounts are 
easily eliminated thereby reducing the number of 
accounts to be handled. Ledger may be placed in or 
directly behind cages so that no time is lost in comparing 
pass books. This enables teller to give the maximum 
of service to customers. 

One tray or drawer will retain cards equivalent to 
three binders and in the space of one binder. 

Accessibility. — The card ledger is accessible to one or 
more persons at the same time. The bookkeeper can 
remove all cards that are to be posted from file leaving 
the remainder of cards available to teller and other 
clerks. This proves valuable at interest and audit 
periods. It eliminates handling binders to and from 
shelves. 

Efficiency. — The removal of cards from file for posting 
purposes greatly increases the efficiency of the bookkeeper 
as it allows him to concentrate on his work without 
being disturbed by others. It also facilitates the proving 
of balances as all affected cards are at hand 

Cards provide a flat writing surface at all times, 
which is more desirable than the curved surface of a 
book ledger. 

Signature Line. — The signature on ledger card com- 
bines two operations in one, i.e. pass book balance and 
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signature can be verified at the same time. By having 
the signature on ledger card, the loss of a signature card 
is diminished in importance. By taking a new signature 
when ledger card is filled signatures are kept current. 

Interest Column. — A great many banks still use a book 
or sheets on which they compute their interest. From 
the book or sheets the interest is transcribed to the ledger 
at the interest period. This involves a great amount 
of labor and usually a great many errors result. By using 
the interest column provided on the card, a great many 
errors and a large amount of labor is eliminated. 

Reversible Shoulder Tabs. — Savings ledger cards 
are furnished with reversible shoulder tabs. When the 
face of card becomes filled, the reverse side is then turned 
to the front which places the current balance before the 
clerk at all times. 

The numbers on the tabs represent the last digit 
of the account number, bring all cards tabbed -0- in 
the first position and all tabbed -1- in the second posi- 
tion, etc., and make all cards visible. This reduces 
appreciably the time spent in finding an account and 
also serves as a check against mis-fihng. 

Tinting. — Cards can be furnished with tabs tinted 
in a large assortment of colors. If each lot of 1,000 
cards is tinted a separate color, any card mis-filed will 
be plainly visible. 

This tinting feature is often used to distinguish 
between sections, blocks or controls into which the 
accounts are divided. 

Out Guides. — The use of out guides m connection 
with the savings card ledger makes the system extremely 
flexible. In case of withdrawal or deposit the card 
may be pulled to be laid aside for posting later, and an 
out^ guide inserted. When ledger card is returned to 
its*place, out guide is withdrawn which automatically 
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acts as a check against loss or mis-filing, as the presence 
of an out guide in the file at the end of day would imme- 
diately call attention to card missing or out of place. 

Stop Payment. — Stop payments are a nightmare to 
the average bookkeeper using a loose-leaf or bound 
ledger With the card ledger this is simplified by using 
a stop payment jacket of distinctive color. 

Indexing Arrangement. — By using sets of 10-90 
guides with reversible shoulder tabbed cards, each and 
every account is visible, and only the card wanted is 
handled. 

When any part of the file becomes over-indexed 
because a number of accounts are closed, guides not 
needed are used to index cards in closed file. 
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ACCEPTANCES 

Bank Credit. — A bank is commonly spoken of as a 
manufactory of credit, and this is true, for the major part 
of its activities are operations in credit The various 
forms of bank credit are created: 

1. By Accepting Deposits. — In receiving a deposit the 
bank simultaneously gives the depositor the right to 
draw checks. These checks are credit instruments. 
In many respects they supplant money. They pass 
fiom hand to hand as money, and to a very large extent 
take the place of money in all but the small exchanges 
The great majority of persons look upon a bank check, 
not as an order on a bank, but as so much money; and 
especially so if they know the maker of the check. There- 
fore the great mass of bank deposits become a circulating 
form of credit that is very widely used by millions of 
bank depositors. 

2. By Certifying Checks. — When a bank certifies a 
check, it passes upon the credit of the maker of the check 
and pronounces it good. It certifies to his credit and 
guarantees to meet the obligation he has created. It 
takes a less known credit and makes it well-known. 
It makes the credit its own, and guarantees to redeem 
it upon demand. 

3. By Issuing Bank Notes. — The issue of bank notes 
constitutes one of the oldest and most common forms of 
bank credit. Bank notes are simply promises of the 
bank to pay. They may be secured or unsecured, 
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but they pass current because of the fact that they are 
considered as money by the public. They are not 
money, but are its perfect substitute and are in use 
the world over; and as has already been observed in 
this work, the right to issue such money differentiates a 
bank from all other institutions. 

4. By Making Loans . — The process of creating depos- 
its out of loans has already been treated at length and 
need not be repeated here. As soon as a bank credits the 
proceeds of a loan to a borrower’s account, it gives him 
the right to put his checks into circulation. Having 



Form 61 — Acceptance covering import transaction 


accepted this credit running to itself, it permits the 
borrower to draw against the credit in favor of others 
In the final analysis the bank guarantees to the holders 
of such checks that the borrower will meet his notes 
held by itself ; for if he does not, the bank has created a 
credit which did not liquidate itself and it must take a 
loss. The borrower could not place his own promissory 
notes in circulation, for the public does not know him 
as a credit risk, or the quahty of his notes, and these 
would not be acceptable in trade. The public does, how- 
ever, have confidence in him as a maker of checks, 
and will accept his checks payable on demand, drawn 
against a credit payable at some future time, the nature 
of which is unknown to the holder of the check. The 
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holder is satisfied to know that the bank will, m all 
probability, honor the checks received by him from 
others. The basis for their issue does not concern him 

The bank in its check operations creates a form of 
circulating currency that has all the usefulness of money, 
with none of its costs or dangers. The bank, in crediting 
a loan to the borrower’s account, agrees to honor his 
checks drawn against the credit. If the credit turns 
out to be insecure, the bank nevertheless has guaranteed 
it and the loss falls upon itself for creating what has 
turned out to be an unwarranted credit. The effect of 
this is no different from the bank paying a borrower in 
the form of bank notes, except that in the case of notes 
the bank creates what is essentially money, and m the 
case of checks it creates a form of money. The bank, 
in its note issues, agrees to redeem the notes in lawful 
money; and in the case of loan credits, it also agrees to 
redeem m money the checks drawn against the credits. 
Broadly considered there is but little to distinguish the 
two in the ordinary affairs of business life. 

5. By Making Acceptances . — When a bank accepts an 
instrument, it stamps upon it its agreement to pay the 
same according to its tenor. This agreement is not 
expressed, but implied. No special form is necessary, 
and no exact words are required. The contract to pay 
is the same whether the acceptor specifically states 
that it will pay the instrument, or merely writes its name 
across the face. 

In making an acceptance, the bank assumes and agrees 
to pay the same, and this promise is as strong as the 
acceptor. The promise to pay (made by turning an 
order into a promise) is secured by its entire assets, 
the same as in its note issues. Therefore, a bank accept- 
ance may be said to be on a par with a bank note, in 
that it is the unequivocal promise of the bank to pay, 
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and in this sense bank credit rises to its highest level. 
The only difference between a bank note and a bank 
acceptance, insofar as the security goes, lies m the fact 
that some bank notes are secured by specific collateral, 
m addition to the general worth of the issuer, while 
acceptances are secured, by implication, by the entire 
assets of the accepting institution. 

Bank credit may therefore be said to consist of the 
creation, the issue and the redemption of such instru- 
ments as represent a credit in the bank or an obligation by 
the bank 

Prior to 1914 the trade acceptance was practically 
unknown in American business circles. The significance 
of this instrument was not apparent to our business men, 
and its meaning and its uses were utterly strange to most 
merchants and manufacturers. The common method of 
financing business was by the book account, co mm only 
called the “receivable.” The seller borrowed from his 
banks and in the open market in order to carry the 
buyers during the credit period, and the buyer in turn 
borrowed to carry his customers, and so on until the 
goods reached the ultimate consumer. Even the retailer 
who was not well fortified with capital found it necessary 
to borrow in order to carry his charge accounts. The 
idea of obtaining an instrument from the buyer that 
could be passed into banking circles on its merits was 
never thought of until the Federal Reserve Act brought 
such instruments prominently before the business public. 

Such an instrument easily lends itself to the most 
desirable uses, and at the same time it may be prostituted 
to a use never intended for it and utterly dangerous 
If, for instance, a firm in New York sells a bill of goods to 
a firm in Albany and takes in payment a trade acceptance 
which represents a bona fide transaction, it may imme- 
diately sell this instrument to its bank. The bank may 
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in turn rediscount it at the Federal reserve bank. The 
latter may use it as the basis of Federal reserve notes. 
When the credit period is ended and the buyer has 
turned his goods into money, it will automatically pay 
itself. It is born out of a business transaction and dies 
when the transaction is finally consummated through 
the ultimate consumer. The burden of carrying the 
credit rests upon the banking institutions which are 
peculiarly adapted to carry such credits, and are specially 
created for this purpose. The merchant and the manu- 
facturer deal in merchandise. That is their primary 
function. The bank deals in credit. The two interests 
harmonize perfectly. Neither should encroach upon the 
rightful prerogatives of the other. Each is a specialist 
in his field. 

But if the so-called acceptance arises out of a purely 
fictitious transaction, with no sale of goods to bring it 
into existence, it is a fraud upon all who handle it in 
good faith. If no value has passed between buyer 
and seller, there can be no self-liquidation. It is the 
raising of money by a fraud. Someone must pay it, if 
at all, out of his general resources and there has been 
put into circulation a pure accommodation note. 

Take, for example, this instance: A coal operator in 
New York sells coal from his mine to a coal company in 
Cleveland — at least he pretends to do so. He may sell 
a limited quantity and so establishes the connection. 
He receives acceptances in payment. He finds that his 
coal acceptances are acceptable to his banks. They are 
always paid at maturity. He gets into financial diffi- 
culties, and arranges with the Cleveland firm to draw on 
them by trade acceptances which they agree to accept 
as a matter of friendship. He issues large numbers of 
these instruments and finds a market for them among 
banks which are willing to deal with him. As a matter 
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of fact these acceptances are filled out in ’blank in his 
office in New York and accepted when created by the 
Cleveland firm. As he needs funds he has them filled in 
and discounted. As the acceptances fall due he tele- 
graphs the funds to Cleveland to meet them. In reality 
he takes up one acceptance with the proceeds of another. 
He always has a batch of these acceptances ready for 
emergencies. If he were called upon to substantiate 
their regularity by invoices of shipments he could not do 
so. He might and doubtless would show an entered 
order, to make them appear bona fide. On their face 
they appear regular; in reality they are fraudulent 
instruments. No value has passed and none was ever 
intended to pass. They can never in the course of busi- 
ness liquidate themselves. 

Disadvantages of the Account Receivable. — When 
the Federal Reserve Act legislated the trade acceptance 
into our business and banking structure, it was hailed 
with acclaim by the banks, business houses and chambers 
of commerce throughout the country. The book account, 
distinctive to American credit practice, was conceded to 
have certain disadvantages which were to be overcome. 
Briefly stated these are: 

(a) The seller must carry the buyer on his books during 
the period of the credit. He must be strong enough 
in his own right, or in borrowing facilities, to do this. 

(b) The term of the credit is more or less elastic. 
While the credit term is agreed upon between buyer and 
seller, a lapse of a few days or even weeks or months is no 
uncommon occurrence. And to get prompt payment, 
discounts are allowed as a reward for promptness. 
These discounts are of necessity added to the cost of the 
goods. 

(c) The book account does not form a proper banking 
collateral. The merchant who must pledge his accounts 
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receivable, pledges his most liquid asset next to cash, 
and the banking world does not favor such a practice. 
And if it is done, as now obtains very largely, it must be 
through the medium of discount companies that exact a 
high toll for the risks involved. 

(d) Where it becomes necessary to collect through the 
courts, the action is for goods sold and delivered, with all 
the defenses applicable to such transactions. 

(e) Buyers are tempted to overbuy because of the 
nature of the credit extended. 

(J) Goods are easily returned. 

(g) The buyer is tempted to extend credit too freely 
to his customers, making the credit structure weak 
throughout. 

Advantages of the Trade Acceptance. — The trade 
acceptance was eagerly adopted as a panacea for all 
the evils of the open book credit, for it (a) Places 
in the hands of the seller an instrument that his bank 
will freely discount, thus placing the burden of carrying 
the credit upon the bank, where it belongs. 

(6) The buyer has a definite engagement to meet, 
and the seller has definite maturities to his credits 
Therefore the seller receives payment promptly, and 
the buyer makes his payments promptly, thus benefitting 
both. 

(c) Having definite engagements to meet, or suffer 
his paper to go to protest, the buyer will buy cautiously 
and extend credit wisely, an obvious advantage to him. 

(d) The seller holds a self-proving instrument m a 
court of law, and can sue upon a negotiable instrument, 
rather than on a bargain and sale of goods. 

(e) The book accounts of the seller become “notes 
receivable,” making the credit in better form and 
reducing his merchandise to a higher type of bankable 
instrument. 
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(/) Being m favor with the Federal reserve banks as 
to discount privileges, the interest charges for credit 
are less even than for commercial paper and far less 
than m the pledge of accounts receivable, even under the 
most favorable terms. 

With these decided advantages m favor of the trade 
acceptance, propaganda was spread far and wide by 
banks and business houses, advocating their adoption. 
The business men were quick to see these advantages and 
acted accordingly. 

In the open account method of selling disputes as 
to quality, warranties, etc., may arise. Difficulties in 
a suit are many, since delivery, terms, conditions, 
representations, etc., may have to be proven. In the 
acceptance method, as elsewhere discussed, the obhgation 
is absolute, under the rule that if the buyer does not 
intend to pay, he should not make the acceptance 
The buyer has admitted his debt. In the hands 
of an innocent purchaser for value it is quite unassailable. 

The open account is costly. It requires bookkeeping, 
follow-up systems, dunning letters, statements, and 
legal processes m case of default. In an acceptance, 
suit is brought upon a negotiable instrument. The 
procedure is simple. In the book account suit is brought 
upon goods sold and delivered. The procedure may be 
slow and comphcated. 

Once the acceptance is executed the problem of 
returned goods, cancelled orders, etc , is eliminated. This 
is an ever present danger in open account selling. 

The buyer suffers no hardship m making an acceptance 
He obtains his credit for a definite time. He knows the 
time exactly. He will therefore buy cautiously, extend 
wisely and collect promptly. The seller may discount 
the acceptance at his bank and have immediate use 
of the funds. To carry the credits arising from business 
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is the function of the bank; to sell merchandise is the 
function of the merchant. In the book account system 
the seller becomes both a trader and a banker. 

In selling or hypothecating the open account the 
seller impairs the value of his statement by such a proc- 
ess to the extent that banks ares lceptical of firms resort- 
ing to this expensive method of borrowing. Such a 
process is costly in money and credit. 

To the seller the trade acceptance releases funds 
tied up in book accounts and gives him cash for his sales. 
He may know with reasonable certainty what his 
maturities will be, while he can only approximate his 
receipts from book accounts. The buyer, on the other 
hand, will be loath to allow his paper to go to protest 
with the attendant loss of credit in his bank and with his 
principal. 

The seller may freely discount such acceptance paper, 
inasmuch as he is expected to do so, and the legal limita- 
tion as to bank loans does not apply to two-name paper 
taken in the course of business. 

Two-Name Paper. — As an alternative to selling on 
open book credit and borrowing in the form of commercial 
paper, the seller may take the promissory note of the 
buyer payable at such time as may be agreed upon. The 
maturity of the paper is generally long enough to allow a 
resale of the goods by the buyer. The seller may take 
such instruments to the bank and discount them for his 
own account. Many banks allow their customers a 
stated line of credit upon such paper, and as a rule of 
law, such loans are not considered as money borrowed 
and do not come under the restrictions applicable to 
loans to customers. Where the discounter is in good 
credit, the bank may accept all paper offered without 
checking; but where the customer is of limited resources 
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the bank may make inquiry on each piece of paper 
offered. This is usually done through the banks, par- 
ticularly the bank at which the paper is made payable. 
After handling the paper of a concern for a time, it 
will be found that notes of the same firms are presented 
from time to time, so that the banker becomes familiar 
with the names offered by his own customer. These are 
rechecked from time to time, but care should be taken 
that renewals are not disguised as new paper. Each 
note is presumed to represent a separate transaction, 
and if dates and amounts show any signs of coincidence, 
inquiry should be made to ascertain their regularity 
Paper of this kind is called “two-name paper.” 

Two-name paper differs in no essential from accept- 
ances, an acceptance becoming in legal effect a promissory 
note when accepted by the drawee. A few lines of mer- 
chandising have been characterized by two -name paper 
for many years past, but these have been in the minority, 
the great majority of merchants and manufacturers 
having operated under the book account credit as a matter 
of custom. As the advantages of two-name paper, 
whether in the form of an acceptance or straight two-name 
paper, have become manifest, the movement toward the 
latter practice has gained great momentum during the 
past few years. The propaganda has had its effect and 
the time is fast approaching when the acceptance will 
occupy the same place heretofore accorded the book 
account in our selling methods. 

Acceptances, How Made. — A trade acceptance may 
be defined in short as “a bill of exchange accepted by a 
tradesman.” More specifically, it is “an unconditional 
order in writing signed by the maker, directing a desig- 
nated third party to pay to a designated second party or 
bearer, a sum certain in money, on demand or at a 
specified future time, which has been accepted by the 

49 
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drawee.” The effect of acceptance is to turn an order on 
the drawee into a promise by the drawee. This accept- 
ance may be accomplished by the drawee writing his 
name across the face of the bill under the word “ accepted,” 
although the mere writing of the name is sufficient. 
Trade acceptances as now used have a clause to the effect 
that “The obligation of the acceptor arises out of a sale 
of goods by the maker to the acceptor.” In making 
acceptances it is customary to date the instrument and 
name a place of payment, usually a bank. This does 
not, however, make it a bank acceptance, which must 
bear the acceptance of a bank. 

Bank Acceptances. — In considering the subject of 
bank acceptances, we must bear in mind two principles 
of banking, to wit: (a) That a bank may assist m 
financing business transactions by a loan of funds, 
either in the form of cash or a credit on its books, which 
may be drawn against. The credit may arise from a 
loan or a discount ( b ) It may lend its credit by guar- 
anteeing to pay the obligation which is in the first 
instance created by another. In this process it loans its 
credit by accepting drafts or bills of exchange drawn on 
itself or one of its clients, thereby making them bankers’ 
acceptances. 

The acceptance is one of the oldest forms of credit 
instruments, and has been the predominant method 
by which the merchants and banks of European countries 
have carried on their operations, particularly m regard to 
foreign trade. It has long been the practice m such 
countries for merchants to pay for goods purchased by 
accepting a draft drawn by the seller upon the buyer, 
payable at a future date. After establishing themselves 
as sound and capable of meeting their obligations, it 
became a natural sequence to accept on behalf of others, 
for a consideration. Where the acceptance was made 
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by the acceptor for his own account, it would correspond 
today to our tiade acceptance; and when made for the 
account of another, it would correspond to our banker’s 
acceptance 

Growth of Trade Acceptances. — The American Accept- 
ance Council is authority for the statement that in 
1916 the known users of trade acceptances numbered 
185. In October, 1920, there were more than 20,000 
firms using this form of paper, embracing every line 
of business that makes sales on a time basis. 

Moreover it has accomplished what it set out to do, 
namely: 

(a) It has shortened the credit period. 

(f>) It has made collections more certain 

(c) It has enabled an equal amount of capital to do a 
greater amount of service. 

{d) It has eliminated many troublesome claims and 
disputes. 

(e) It has reduced the expense of operation both for 
buyer and seller. 

(/) It has stabilized business and produced a charactei 
of strictly liquid paper. 1 

Abuse of Trade Acceptances. — In a general survey of 
the trade acceptance, from the standpoint of its weak- 
nesses, in the December, 1921, number of the Burroughs 
Clearing House, James H. Colhns sums up the abuse 
of these instruments as follows : 

1. Renewals . — It has been found that acceptances have 
been renewed from time to time, often in such amounts as 
to deceive the banker into believing them to be current 
paper. This practice, of course, destroys the essence 
of the instrument, which is presumed to be born with a 
sale of goods and to pass out of existence when the credit 

American Business and Acceptance Journal for December, 1921 
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term is over. The life of an acceptance should be long 
enough to allow the buyer to re-sell the articles, or 
to turn the raw material into finished products. 
Renewed acceptance paper represents merely an overdue 
account, which it was designed to prevent. 

2. Overdue Accounts . — It has been found that merchants 
have been drawing and accepting such instruments for 
accounts that were overdue. Such paper is obviously 
false in its representations and is nothing but a promis- 
sory note given for a past due debt. 

3. Capital Purchases . — Trade acceptances have been 
found to have been given for machinery and fixtures, etc., 
which represent capital investment. Such purchases are 
not self-liquidating and it was never intended in law or 
in business practice that the acceptance should represent 
a capital investment, which should be financed by stock 
and bond issues, mortgages and such forms of long-time 
loans as are recognized as proper for such purposes 

4. Acceptances Given for Services . — In other cases 
they are promissory notes given for wages, salaries and 
commissions — which never was the intention m intro- 
ducing these instruments into our commercial structure. 

The giving of preferential rates of discount on accept- 
ance has no doubt been instrumental in making these 
instruments popular with the business man. He is 
keen to take advantage of a fractional rate in his favor 
and while his acumen is commendable, the methods by 
which he expresses his keenness are to be deplored 

The gravest evil, however, lies m kited acceptances, 
which are even worse than kited checks. It was the 
writer’s privilege during the latter part of 1921 to round 
up the evidence from documentary sources that uncovered 
a far-reaching and highly complicated system of kiting 
by the use of acceptances. The amount involved in this 
operation was over a quarter million dollars 
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Three firms floated m the course of two’years no less 
than half a million of fictitious paper, which was dis- 
counted at various banks and commercial bankers, and, 
in fact, wherever they could place them. 

The acceptance is one of two things: It is either the 
premier instrument of banking and business, or it is a 
monumental fake. It either represents a legitimate 
bargam and sale of goods, or a rank imposition upon the 
banking world. But in speaking of the acceptance, we 
must differentiate between the bank acceptance and the 
trade acceptance. It is safe to assume that no bank 
would lend its credit to an acceptance that did not 
arise out of a merchandise transaction. The exhibition 
of the accompanying documents must be a condition 
of the acceptance. The danger lies solely with the trade 
acceptance that arises in the business world and then 
passes into the banking world, first as a bank asset and 
then as the foundation of our currency system. 

In a period of prosperity the business man does not 
have to resort to treacherous methods to keep his 
business afloat. He can navigate his ship in a calm sea. 
But in a period of falling prices and depression, he faces 
the danger zones, and seeks to avoid them by fraud 
and chicanery It is in such a period that kited checks 
are used and fictitious acceptances created — not neces- 
sarily with the intent to defraud, but with the hope of 
bridging the time of stress. 

It has been claimed that inasmuch as the trade accept- 
ance bears on its face notation that the instrument 
represents a transaction in merchandise, it is incumbent 
on the banker to ascertain the regularity of the trans- 
action, or assume the risk of the paper being improper. 
In other words, the banker must either verify the origin 
of the paper or accept the risk that failure to do so 
involves. 
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If the banker is charged with the duty of appraising 
the goods and ascertaining the nature and regularity of 
the transaction, the trade acceptance will be weighted 
down with a surplus of baggage that wall ultimately make 
it an outcast in the banking world 

It would seem to be desirable to have the date of the 
invoice inserted m the acceptance, although this might 
involve points of law that would make it unsafe to do so. 
It has been well said that a negotiable instrument should 
be a “carrier without luggage,” and any reference to 
other documents or instruments might negative the 
value of such a clause. 

Insofar as possible the instrument should be complete 
m itself and all surplusage avoided; but at the same time 
the banker will eventually insist that he be assured that 
the instrument is what it purports to be. As an alterna- 
tive he will prefer to do business under the former 
methods rather than take the chance of kited and ficti- 
tious acceptances. 

There is, however, one simple safeguard. The banker 
can easily make such a test as comparing the business of 
the maker and acceptor, and if the tw r o are handling lines 
of merchandise that do not dovetail together, close inquiry 
should be instituted as to the purpose of the paper. 
Proper instruments cannot arise from lines that do not 
harmonize in their relationships. 

The courts have yet to state what specific crime is 
committed when a worthless trade acceptance is passed 
into a bank’s assets. The penal law of New York pro- 
vides. “A person who, with the intent to deprive or 
defraud the true owner of his property, or the use and 
benefit thereof, or to appropriate the same to the use of 
the taker, or of any other person; takes from the posses- 
sion of the true owner or of any other person ; or obtains 
from such possession by color or aid of fraudulent or 
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false representation or pretense, or of any "false token or 
■writing steals such property, and is guilty of 

larceny.” 1 

The interpretation of the above would seem to be, 
that if the holder of a trade acceptance, which on its 
face claims to have arisen from a merchandise trans- 
action, takes the instrument in good faith and on this 
presumption, and it turns out to be fraudulent, the money 
has been obtained under false pretenses, which would 
make the transaction actionable under the penal law of 
New York. 

When the framers of the Federal Reserve Act made the 
basis of the Federal Reserve Notes 40 per cent gold and 
100 per cent eligible paper, they intended this foundation 
to be self-liquidatmg It was the obvious intent that 
Federal Reserve notes should come into being through 
the demand of the business world as evidenced by paper 
discounted, and when the demand was satisfied, the 
notes would automatically be retired by the payment 
of the obligations back of them. In other words, value 
in the form of goods sold and delivered was to be the 
basis of our currency system. But what shall be said 
of a currency system that is based upon kited paper? 
And how much of such paper is now in the Federal 
system, no one would even hazard a guess. 

If four firms in the course of a few years can inject a 
quarter of a million false paper into our banking system, 
what limit shall be placed upon the possibilities of such 
paper when 20,000 firms are conceded to be using them? 

There is an obvious need for remedial legislation 
that will adequately define the crime of issuing such 
paper, with severe penalties that will rank with the 
penalty of counterfeiting. This will have to be done 
by the various states reading into their penal law exact 

'Sec 1290 
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language covering such practices, with suitable penalties 
for the transgressor. Otherwise we have with us the 
most dangerous instrument that has yet been created to 
defraud. Its beauty has been badly scarred by misuse, 
which, while it cannot be prevented, should be adequately 
punished . 1 

Definition of Banker’s Acceptance. — A bank accept- 
ance is “a bill of exchange or draft, payable at a fixed or 
determinable future time, upon the face of which has 
been executed in writing the unconditional promise of a 
bank or banker or corporation dealing m acceptances, 
to pay the same according to its tenor.” This obligation 
is incurred by simply writing or stamping the name of 
the bank with or without the word “accepted” across 
the face, with the date of acceptance and signed by an 
officer of the bank. 

Security for Acceptances. — The security to the holder 
of a bank acceptance is the same as m a certified or 
cashier’s check. It is the unconditional promise of the 
bank to pay the amount, and is ultimately secured by 
the accepting bank’s entire resources. There is, in 
addition, the secondary obligation of the drawer and 
indorsers if any thereon. Unless the acceptance is 
drawn for the purpose of creating dollar exchange 
(drafts payable in dollars) it has back of it a commercial 
transaction, and is supported by the customer’s agree- 
ment with the bank to place the bank in funds in advance 
of its maturity, and by a pledge of goods involved in 
the transaction. 

Inasmuch as the sale of the goods is presumed to 
provide funds for the payment of the acceptance, it 
may in this sense be said to be self liquidating. The 
holder, however, does not depend upon the sale of the 

1 From an article “The Menace of the Kited Acceptance” in the April, 
1922, Burroughs Clearing Bouse by the author 
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goods to secure payment, since he has ,th.e absolute 
obligation of the bank to pay. The bank may, however, 
have payment to itself held up by* delayed sale of the 
goods, but this is part of its risk as acceptor, and for 
which risk it exacts its fee. Bank acceptances are 
exceedingly liquid, inasmuch as there is now a broad 
and steady market for them among commercial banks, 
savings banks, insurance companies and in some 
instances such institutions as colleges, hospitals and the 
like. They are now offered by discount and acceptance 
houses and banks, over the signatures of some of the 
largest and best known banks in the country. They 
come in all denominations and mature as a rule wi thin 
ninety days and may be had maturing at any time 
desired. They are salable in the open market through 
the discount and acceptance houses above mentioned, 
and are bought in the open market by federal reserve 
banks for their own account. The rate for such paper 
is generally the lowest quoted in the money market. 
They may also be readily rediscounted at the Federal 
reserve banks. 

Many bank acceptances are not drawn directly upon 
a bank or banker, but are trade acceptances which are 
accepted by a bank or banker for the benefit of the 
drawee The purchaser of merchandise may enter into 
an agreement with his bank that it will accept certain 
bills for his account. The bank does not become a party 
to the instrument except as a place of payment, until it 
has been accepted by the bank. Moreover the agreement 
to accept does not become operative in favor of the pub lie 
until the acceptance has actually taken place. 

Authority to Make Acceptances. — The National hank 
Act granted no authority to banks to make acceptances. 
A few of the larger trust companies had such powers 
but they were not as a rule recognized as part of our 
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banking custpms. The Federal Reserve Act specifically 
authorized member banks to make acceptances growing 
out of : * 

1. The importation or exportation of goods. 

2. The domestic shipment of goods. 

3. The storage of readily marketable staple goods. 

4. The creation of dollar exchange. 

Many of the state laws were amended giving state 
banks and trust companies the same powers. 

The Federal Reserve Act permits 

any member bank to accept drafts or bills of exchange drawn upon it 
having not more than six months’ sight to run, exclusive of days of 
grace, which grow out of transactions involving the importation or 
exportation of goods, oi which grow out of transactions involving 
the domestic shipment of goods, piovided shipping documents 
conveying or securing title are attached at the time of acceptance, or 
which are secured at the time of acceptance by a warehouse receipt 
or other such document conveying oi securing title covering readily 
marketable staples 

Limit of Acceptances. — No member bank shall accept, 
whether in a foreign or a domestic transaction, for any 
one person, company, firm or corporation, to an amount 
exceeding at any time in the aggregate more than ten 
per cent of its paid-up and unimpaired capital and 
surplus, unless the bank is secured either by attached 
documents, or by some other security growing out of the 
same transaction as the acceptance. 

No bank shall accept such bills to an amount exceeding 
in the aggregate more than one-half its paid-up and 
unimpaired capital and surplus; provided, that the 
Federal Reserve Board may, under regulations prescribed 
by it, which shall apply to all banks alike regardless of 
the amount of capital and surplus, authorize any member 
bank to accept such bills to an amount not to exceed 
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at any one time in the aggregate, 100 per cent’ of its 
capital and surplus, and 

Provided further, that the amount of acceptances 
growing out of domestic transactions shall in the 
aggregate in no event exceed one-half its capital and 
surplus. 

Dollar Exchange. — Any member bank may accept 
drafts or bills of exchange drawn upon it having not more 
than three months’ sight to run, exclusive of days of 
grace, drawn under regulations established by the Federal 
Reserve Board, by banks or bankers in foreign countries 
or dependencies or insular possessions of the United 
States, for the purpose of furnishing dollar exchange as 
required by the usages of trade in the respective 
countries, dependencies or insular possessions, provided, 

That no member shall accept such drafts or bills of 
exchange referred to above for any one bank to an 
amount exceeding in the aggregate ten per cent of the 
capital and surplus of the accepting bank unless the 
draft or bill is accompanied by documents conveying 
or securing title to goods or by some other adequate 
security; and provided, further, 

That no bank shall accept such drafts or bills in an 
amount exceeding in the aggregate at any one time, 
one-half the paid up and unimpaired capital and surplus. 

The Acceptance Market. — Discount corporations or 
acceptance houses have been formed in all the leading 
financial centers. These houses not only make accept- 
ances but more especially make a market for the accept- 
ances made by the banks for their customers They are 
essentially brokers, buying acceptances from banks and 
selling them to other banks and institutions desiring 
short time and exceedingly liquid investments. The 
acceptance or discount market may be said to center in 
and around these institutions. 
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Operation ,fOf a Bank Acceptance . 1 — An American 
importer has purchased a shipment of hides in Buenos 
Aires. The foreign shipper is unwilling to rely on the 
credit of his customer for payment; but the importer 
has the confidence of his own bank m the United States. 

The latter, therefore, at his request, opens a letter of 
credit m favor of the foreign shipper, authorizing him to 
draw on itself up to a certain maximum amount against 
shipment of the hides, and agreeing that it will accept 
all drafts that comp’y with its terms. By a separate 
agreement the importer undertakes to place the bank in 
funds in advance of the maturity of its acceptance and 
otherwise to protect its interest throughout the course of 
the transaction. 

The beneficiary is notified, usually by cable, of the 
terms of the credit He thereupon arranges for the 
shipment, draws his drafts and sells them, accompanied 
by documents securing title to the shipment, at the 
prevailing rate for dollar drafts m his own market, thus 
receiving immediate cash payment for his hides, m 
Argentine pesos. Or, if he is not in need of funds at the 
time he may have the drafts forwarded for acceptance 
and held for investment and collection at maturity for 
his account. 

In the meantime the hides have arrived in this country 
and are, perhaps, sold m advance of their arrival. 
Title to them is in the hands of the accepting bank 
through its receipt of the relative documents. If the 
importer’s credit is of the highest rating, he may obtain 
the documents against a trust receipt Otherwise, he 
will be required to give acceptable collateral or make 
partial or full payment. In either case, he secures 
possession of the hides and is prepared to deliver them to 

1 Pamphlet issued by the First National Corporation of Boston, an 
acceptance corporation 
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his customer, and, with their proceeds, placb the bank in 
funds to meet its maturing acceptance upon presentation. 

Exportation . — Export transactions, financed m the 
United States, involve a different set of conditions 
from those pertaining to imports, inasmuch as the pur- 
chaser of the goods is not ordinarily well known in this 
country, and his credit risk must be covered by suitable 
guaranties. The American exporter usually wishes to 
avoid the uncertainties of foreign exchange, so that he 
may know in advance the exact proceeds of the sale of 
his goods m American money. He therefore requests his 
customer to arrange for the opening of a dollar credit in 
his favor through the latter’s bank abroad. This 
procedure is, in effect, a guaranty of the purchaser’s 
credit, since the accepting bank here looks to the foreign 
banker, at whose request the credit was opened, for the 
discharge of the resulting acceptance liabilities. 

The details of the credit having been agreed upon, 
the exporter is advised of its terms, and proceeds to 
arrange for the shipment of the goods. He then draws 
his drafts on the American bank, and presents them, 
accompanied by the shipping documents, for acceptance. 
All of the papers being m order, the drafts are accepted 
and returned to the drawer to be held by him or disposed 
of in the market, as his needs may require. The Ameri- 
can bank then notifies the foreign bank of the amount of 
its acceptance and commission, and the date upon which 
it should be placed in funds, at the same time forwarding 
to it the relative documents securing title to the shipment. 
In the ordinary course the goods will arrive and be paid 
for by the purchaser to the foreign bank, and remittance 
will reach the hands of the accepting bank in time to 
cover its acceptance at maturity. 

Domestic Shipment . — The domestic shipment of goods 
may be financed through the use of bank acceptances, 
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• ( 

provided, in* every case/' shipping documents conveying 

security title are attached at the time of acceptance.” 


Pull particulars of this credit have been cabled to 
The First National Bank of Boston, Buenos Aires , a 

Lemffiop Mist $100,000 u.s ,o 


The First National Corporation 

Boston, U S A 


Messrs, John Doe & Co,, 
Buenos Aires, A.B. 


November 1, 19 20 


at Ninety days _ 


We hereby authorize you to draw on 

The First National Corporation 

Boston, U.S A. 

— .. ... SIGHT FOR ANY SUM OR SU* 

^One hundred thousand dollars, U.S.G. 


roRAccouNTor — Messrs. Riohard Roe & Co,, Chicago, Illinois > 
for invoice cost or Wet salted steer hides 


TO BE SHIPPED PROM BUenOS AiTeS 


nsurance inoluding war risk effected here 
ToBoston, C & P 


Bills or Ladino for such shipments must be made totme order or 

— ~ The First National Corporation _ 

— — Boston, TJ.s a, 

A NO TOO ETHER WITH THE INVOICES MUST ACCOM PANV THE DRAFTS 

AoUPLlCATEOFSUCHlNVOICESWITHCoNSULARCERTIFICATEATrACHEOTOGrrHERWITHONECOPYOFfliaSOFl-ADINO 
ANDlHSURAKCECeRTiriCATES WHERE REQUIRED MUST SC SENT BYTheSanKOR BANKERS NEOOTIATINO DRAFTS D1RCCTT0 

—The First National Corporation 

Boston, U.S. A. 

NY FIRST MAIL ATTACH (NO TO THE Draft A STATEMENT THAT SUCH DOCUMENT# HAVE SEEN SO FORWARDED 

BiulsofLadihomustseoatedonorbefore May 1st, 1921 AND drafts mustbe DRAWN 

OHORBEFOHE ——May ISt, 1921 - -- AND EACH AND EVERY DRAFT UNDERTHIS CREDIT MUST BEAR UPON 

ITS FACETKE CLAUSE DRAWN UNDER CREDIT No 000 DATED November 1st, 1920 

or THE FIRST NATIONAL CORPORATION BOSTON USA Aovict of each ano evmvbraft must be 

oulyscntto The First National Corporation, Boston, Boston, U S.A.— - 

andacopy thereof to The First National Corporation, Boston, U.S. A... — — 



WE HEREBY AG REE WITH THE DRAWERS ENDORSERS AND BONA FIDE HOLDERS Or BILLS DRAWN AND NEGOTIATED Ih 
COMPLIANCE WITH THE TERMS or THIS CRED[TTHAT SAID BILLS WILLBE DULY HONORED ON PRESENTATION AT 

—The First National Corporation 

• Boston, U.S. A. — 


The First National. Corporation 

ff / 


Foem 62 — Letter ol credit 


The taker of the credit may be the buyer or the seller 
of goods. The credit should not be extended for a 
longer period than is reasonably necessary, and the 
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drafts under it should not be drawn for a longer time 
than is required to cover the shipment, because accept- 
ances must not be used to furnish working capital for 
the general uses of the business. Their employment 
should, therefore, be confined to the financing of specific 
shipments, which will, with reasonable certainty, pro- 
vide the means of liquidation at maturity. 

Storage . — Under certain conditions acceptances may be 
made to finance the carrying of readily marketable 
staples m storage. A draft drawn for such a purpose 
must be secured at all times by a warehouse receipt, 
except as noted below. 

A "readily marketable staple” has been defined 
by the Federal Reserve Board as " an article of commerce, 
agriculture or industry of such uses as to make it the 
subject of constant dealings in ready markets with such 
frequent quotations of prices as to make : (a) The price 
easily and definitely ascei tamable and (b) the staple 
itself easy to realize upon by sale at any time.” 

No enumeration of specific commodities has been 
made under this definition, but such articles as grain, 
cotton, wool, silk, metals, coal, oil, hides, leather, building 
materials, canned foods, sugar, coffee, tea, tobacco and 
other non-perishable staples stored in independent public 
warehouses are generally regarded as proper bases 
for acceptance credits. On the other hand, the Board 
has ruled, for example, that potatoes, automobiles and 
automobile tires are not readily marketable staples 
within the meaning of the Act. Warehouse receipts 
covering goods made the subject of acceptance trans- 
actions must give the bank holding them exclusive 
control of the goods covered during the life of the 
credit. It is not sufficient that the receipt be issued 
merely by a licensed warehouse company. To com- 
ply with the regulations of the Federal Reserve Board 
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the company must be entirely independent of the 
borrower. 

Warehouse acceptances should never be granted 
for the carrying of goods for speculative account, or 
where other than a reasonably immediate sale, shipment 
or manufacture is contemplated, for the reason that the 
self-liquidating quality which should be inherent in 
every acceptance would thereby be impaired. It is 
permissible, however, for the beneficiary to withdraw 
collateral against a trust receipt where goods have been 
sold or are to be shipped or manufactured, provided 
he agrees within a specified time to liquidate the credit or 
to substitute other suitable collateral of equal value. 
Warehouse receipts may also be withdrawn temporarily 
against trust receipt when it becomes necessary, for 
instance, to transfer goods from one warehouse to another, 
in which case there should be a definite agreement that 
new receipts will be substituted immediately after the 
transfer has been made 

Dollar Exchange . — Where payments are to be made in 
United States dollars by a foreign debtor, it may happen 
that dollar exchange is not obtainable to cover them. 
In such cases a foreign bank which has arranged foi 
the privilege may draw on an American bank for the 
purpose of creating the necessary exchange. The draft 
is accepted, sold in this market, and the proceeds are 
credited to the account of the foreign bank, thus furnish- 
ing a dollar balance here available to the latter. 

Member banks are limited to 50 per cent of then 
capital and surplus in the acceptance of dollar exchange 
drafts, and must obtain permission of the Federal Reserve 
Board to make such acceptances. These must, further- 
more, be confined to transactions m countries where the 
Board has determined that the usages of trade require 
the drawing of dollar exchange bills 
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Profit in Making Acceptances . 1 — Three topical accept- 
ance transactions are shown below. The first covers a 
ninety day bill for $10,000 bought at 6 per cent discount 
and held to maturity The others show resale after 
sixty days: 


$10,000 at 6 per cent discount, 90 days $9,850.00 

Proceeds (face value) at maturity . 10,000.00 


Net return, 90 days $ 150.00 

Rate per annum on $9,850 00, per cent 6.09 


It may happen that funds invested for ninety days are 
unexpectedly needed at an earlier date. When a part 
of the original term of the bill has run off a resale may, 
and frequently does, result in a profit, or, m other words, 
a higher rate of return than anticipated. An illustration 
of this principle would appear in the purchase of a 
ninety day bill at 6 per cent discount and its resale 
after sixty days at 5?i per cent- 

$10,000 at 6 per cent discount, 90 days $9,850.00 

Proceeds of sale at 5$i per cent for 30 days 9,952.08 


Net return, 60 days . . $ 102.08 

Rate per annum on $9,850, per cent ' 6.22 

On the other hand, a buyer of acceptances will natu- 
rally want to know how he will fare if rates fluctuate 
against him. Ordinarily “losses” on this account are 
negligible, the holder realizing his full principal with a 
slightly lower rate of income than originally contem- 
plated. To illustrate, suppose that a $10,000 ninety 
day acceptance is bought at 6 per cent discount and 
the funds are wanted after sixty days have elapsed. In 
the meantime rates have advanced to such an extent 

1 From pamphlet by the First National Corporation, Boston 
50 
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that the bilb'cannot be sold at better than per cent 
discount for the thirty days remaining to its maturity. 
In the light of experience in the American market, such 
a rise in rates, considering the shortening tenor of the 
bill, would be most unusual However, it will serve to 
show the results obtainable in an unfavorable case. 

$10,000 at 6 per cent discount, ninety days $9,850 00 
Proceeds of sale at 6H per cent for thirty days 9,947.92 


Net return, sixty days . $ 97.92 

Rate per annum on $9,850, per cent 5.96 

The establishment of a discount market in this 
country is a recent development of our banking system, 
but its growth has been rapid. In the beginning, banks 
made acceptances, discounted them for their customers 
and sold them to other accepting banks, taking their 
bills in exchange. With a large portfolio of varied 
names they were in a position to secure immediate 
accommodation by rediscount or sale at local Federal 
reserve banks. However, with the great increase in 
the volume of acceptances executed following our entry 
into the World War, it became apparent that a wider 
distribution of bills would be of benefit to the commercial 
and banking situations. Having this end in v.ew several 
corporations undertook to supply banks, corporations, 
and individuals desiring the temporary investment of 
funds, and their efforts met with a ready response. The 
market has constantly broadened in scope and will 
continue to grow as the investment merits of acceptances 
become generally appreciated. 



CHAPTER XXV 


THE OPERATION OF A SAFE DEPOSIT 
DEPARTMENT 1 

Contract. — There should be a contract between the 
customer and the Safe Deposit Department stating 
the extent of the bank’s liability to the customer. 
These contracts should be made in duplicate, one to be 
delivered to the renter for which a receipt should be 
taken, and one to be retained by the bank. 

The numbering of the contract is for the purpose of 
audit, affording a ready check on clerk in charge of 
department as to the boxes rented, monies received, etc. 

Identification. — An identification system should be 
maintained for the mutual protection of both the cus- 
tomer and the bank. The signature of customer (or in 
the case of illiterates, the finger prints) should be on 
file, together with other descriptive information to aid 
in identification. 

The form illustrated provides for the signature, 
residence, pass-word and description of renter; also 
where required, a like record of co-renter. 

Acknowledgment of Receipt of Keys. — On reverse 
side of card is renter’s signed agreement to terms of 
rental, receipt of keys and an acknowledgment of receipt 
for rental paid. 

Release. — When box is surrendered by customer a 
release should be taken by bank acknowledging receipt 

1 Prepared by the Yawman and Erbe Co , Rochester, N Y , with full 
acknowledgment as to text and forms W. H K 
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of contents of box and releasing bank of all liabilities. 
This release is on the reverse side of card. 

Deputy Authorization. — When the renter or renters 
wish to authorize someone to have access to box, the 

RULES AND REGULATIONS SAFE DEPOSIT 
DEPARTMENT 

(REFERRED TO, AND FORMING PART OF THE RENTAL AGREEMENT) 

1 The liability of the Bank is expressly limited to the exercise of ordinary diligence to 
prevent the opening of the within mentioned safe during the within mentioned term, or 
any extension or renewal thereof, by any person other than the renter or his duly 
authorized representative, and such opening shall not be inferable from the loss of any of 
its contents, nor shall the Bank be liable for permitting a deputy of the renter to have 
access to and remove the contents of said safe, after the renter's death or disability, and 
before the Bank has knowledge of such death or disability 

2 No person other than the renter or his deputy, legally appointed and properly 
authorized upon the records of the Bank or in such other manner as the Bank may from 
time to time direct, shall have access to said safe, except the legal representative of the 
renter after his death or disability, and then subject to the conditions and requirements 
of the inheritance tax law of the State of Illinois and except as hereinafter expressly 
stipulated 

d Any one of two or more joint renters shall have access to said safe and may remove 
the contents thereof, except that if by any action of or against one of said renters or 
against the Bank, the Bank is forbidden to allow the safe to be opened, it may be closed 
to all until such action is properly set aside In the event of the death of one of such 
joint renters tne survivor or survivors shall have access to said safe and may remove 
contents thereof, subject, however, to the provisions and requirements of the in eritance 
tax law of the State of Illinois, but deputies can only be appointed and authorized by 
joint act of all such renters 

4 No renter, deputy or representative of a renter will be permitted to enter the Bank’s 
vaults except in the presence of a vault clerk or custodian, and then only during business 
hours, and no renter will be permitted to examine his box or papers in the vaults, but 
must use the places provided for that purpose 

5 The Bank has retained and will retain, no keys that open the said safe, and its 
contents are and will remain unknown to said Bank unless it shall open said safe and 
remove said contents as hereinafter authorized 

6 The renter shall pay all costs and expenses incident to a loss of the keys or com- 
bination to said safe, including the expense of opening and repairing it, and of replac- 
ing keys or combination, and on surrender of said safe shall at once turn over to the 
Bank, all his keys thereto or the combination thereof 

7 The Bank reserves the right to terminate the use of said safe by the renter at any 
ume upon written notice mailed to the renter at his address as registered upon its records, 
or otherwise delivered to him or his deputy or legal representative In such case the 

\ s re * unc * to the renter on demand, pioportionate rent for the unexpired term 
and the renter shall at once withdraw his property and surrender said safe 

f\ ratals are payable m advance and the Bank is authorized at the end of fifteen 
(15) days from the expiration or earlier termination of the within mentioned term, upon 
written notice mailed to the renter at his address as registered upon its records, to open 
said safe and remove the contents thereof, which shall then be held by the Bank under 
the liability of an ordinary storage warehouseman only, and subject to a hen for the 
payment of storage charges, of any rent unpaid, of a charge for the occupation of said 
safe after the termination of said term and of the cost and expenses of opening and 
repairing said safe and replacing the keys or combination thereof The Bank may at 
its option store said contents in an ordinary storage warehouse for the account of the 
renter 

9 The Bank reserves the right to close said vaults upon any national, state or city 
holiday, or upon any other day when on account of mobs, unusual crowds, closing of the 
Chicago Clearing House Association, or for any other reason, the officers shall deem such 
closing prudent or proper 

Form 63 

authority should be in writing and over the signature 
of renter or renters. ° 
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Safe No. 





Date |j 

Sianature 





Residence 



Password 


Business 


Address 



Mother’s 

Maiden Name 


Birthplace 


Age 

Heiaht 

Complexion 

Hair Eves 

Weight 

Ffaura 

Signature 

mm 

Residence 



Password 


Business 


Address 



HuHjESiKEiiiufli 


Birthplace 


Age 

1 Height 

Complexion 

Hair Eyes 

Weight 

Figure 

Deputy 1 

1 

ROOSEVELT STATE BANK, CHICAGO, ILL. 

] 















Hair 





Received from THE SAVINGS DEPOSIT BANK AND TRUST CO ELYRIA OHIO Date 

A receipt for rental paid for Safe Deposit Box No which is leased by the undersigned subject to all rules and regula- 

tions of said bank as embodied in said receip and to all of which rules and regulations the undersigned hereby expressly agrees 
nlsn acknowledge having received ■ keys of said Safe Deposit Box 


W - - — - - 

Date 

__ hereby authorize — — - — . — — — - — - - — to have 

access at all times to Safe No . until revoked by the undersigned 

Signature of Lessee or Lessees — - ■ ■ .. ■ - — 

Signature of Person or Persons 

authorized to have access to safe. — . 

Ttnr" 

The above appointment of , , , . 

os Deputy is hereby revoked and vvitndrawn 

T*E FOAM 270B *3 , ’0 

Form. 65. — Receipt of customer for keys — appointment of deputy 
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Identification. — Identification of deputy or person 
authorized to have access to box should be as complete 
as that of renter m order to guard against loss. Descrip- 
tion and signature of deputy are on the face of 
deputy card, appointment or authorization on reverse, 
and below the revocation of appointment of deputy. 



Ledger. — A Ledger record is necessary not only for 
the purpose of keeping an account with renter, but 
also for systematic follow-up of collection of rentals. 

The ledger form illustrated is tabbed January to 
December. As a box is rented, a card is used bearing 
the tab with month corresponding to expiration of rental 
period. 

In watching collections and sending out notices, 
the tabs are of great value. The reversible feature of 
the card can be used m the following manner. As 
notices are sent out, the cards can be reversed in the file 
in which position a red tab will act as a signal of rental 
due and notice sent. When rent is paid, card is again 
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1 . / I 

RATE 

RENTER 

SAFE NO 

ADDRESS 

"7$ENtEk 

— aB'dRESS 

RENTER 

address 

DATE PAID 


| PAID TO 

[K322S' 

HS 3 S 9 II 

IBSSU 

PAID TO 

HBSS31 



HUH 

B B 

!■■■! 

BB 

■1 

HMH 































































































ROOSEVEl 

_T STATE B 

!ANK CHICi 

^GO, IL 

,L 



Form 67 — Safe deposit ledger card 


\ r 

SAFE NO RENTAL PER ANNUM 

i RENTED 

NAME OF RENTER 

LOC 

3E22J3223B1 

■khh 

S3Hi 

SEMI 


KSSS9 

csa 


ESu3 

129 

TJTM 

CSEC3 

ESI 

jEZCBl 

mm 

■ 

Hi 

B B 































































BB 



B 

P| 

P 








pi 

B 


■ 







































■ 


TOM 


BH 

B 




1 



MERCHANTS’ AND SAVINGS BANK, JANESVILLE WIS 

J V y ' SAFE RECORD 


Form 68 — Safe deposit department — history of safe deposit box, showing 

various renters 
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9 

reversed in fiH, white tab again showing. The follow- 
ing month all cards with red tab showing in position of 
previous month are delinquents. 

Box Record. — A record of each box should be kept, 
being a complete history record of succession of renters, 
key numbers, dates rented and surrendered, changes of 
locks, etc. 


ENTRANCE TICKET 

THE UNDERSIGNED DESIRES ADMISSION TO BOX NO 

vaults of ROOSEVELT STATE BANK, 

(SAFE DEPOSIT DEPT ) 

DATE. 

SIGN HERE 

- IN THE 

CHICAGO 


TIME ENTERED 

TIME DEPARTED 


APPROVED 


CUSTODIAN 


Form 69 — Safe deposit department entrance ticket. 


These cards are filed by box number, and when a card 
is reversed in its place in the file, the red tab will indicate 
the box is not rented. This feature is sometimes used to 
indicate boxes that are for rent, or if another system 
such as we later describe is used, the red tab acts as a 
check on the other system. (See “Key Control,” p. 793.) 

Entrance Ticket.' — An entrance ticket should be signed 
by each renter or his deputy when he applies for admis- 
sion to his box. This signature should be compared with 
signature on identification card. 

If the signature agrees, the attendant then stamps the 
time in space "Time Entered.” After box is opened, 
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(the box should only be opened in presence, of attendant 
and renter) renter’s key should be removed from lock 
and box taken to private room. (Keys should never 
be left sticking in lock.) 

When renter returns box to safe, entrance ticket should 
be stamped showing time departed. 
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LIBERTY BANK OF BUFFALO, MAIN OFFICE 






Form 70. — Safe deposit department — record of bos entnes 


Call Record. — In order to tell quickly when or how 
often anyone (renter or deputy) has entered box, the 
call record card is used. On this card is posted record 
of calls made by renter or deputy which is obtained 
from entrance ticket described on preceding page. 

Key Control. — All keys to unrented boxes should be 
safeguarded by being kept under double control so that 
it will be impossible for any one employee to have access 
to keys. This will guard against the possibility of a 
dishonest clerk having additional keys made to boxes 
that will later be rented. Locks should be changed when 
boxes are abandoned or exchanged. 
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To facilitate double control, many vaults are equipped 
with, a special locker to retain these keys. This section 
is equipped with a false bottom which is slotted to 



ROOSEVELT STATE RANK 

SAFE DEPOSIT DEPARTMENT 

no. 2790 


Chicago, 111 

, ... _ 19 

Received from 



Dollars for the use 

of Safa No 

m the Vaults of this Bank 


1 

1 from 

19 to _ 

19 

Subject to the Rules and Regulations made by the Bank appertaining thereto 

(See other side ) 


CASHIER 


Form 71 — Safe deposit rental receipt 

hold the keys in an upright position. Keys should be 
arranged in the same order as boxes, numbers corre- 
sponding. A glance at the contents of a drawer will 
quickly tell which boxes are rented. 






APPENDIX 

THE TWELVE FEDERAL RESERVE BANKS AND THE 
BRANCH BANKS OF EACH 


Boston* 

Havana, Cuba agency 

New Yoke: 

Buffalo branch 

Cleveland 

Cincinnati branch 
Pittsburgh branch 

Richmond 
Baltimore branch 

Atlanta* 

New Orleans branch 
Jacksonville branch 
Birmingham branch 
Nashville branch 
Havana, Cuba agency 

Chicago 
Detroit branch 


St. Louis 
Louisville branch 
Memphis branch 
Little Rock branch 

Minneapolis 
Helena branch 

Kansas City. 

Omaha branch 
Denver branch 
Oklahoma City branch 

Dallas. 

El Paso branch 
Houston branch 

San Francisco 
Los Angeles branch 
Portland branch 
Salt Lake City branch 
Seattle branch 
Spokane branch 


Philadelphia 
No branches 
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A 

Ability, 595 
Abrasion, of coins, 61 
Acceptance, banker’s de fini tion of, 
776 

market, 779 
operation of bank, 780 
to form, 761 
Acceptances, 760, 762 
abuse of, 771 
advantages of, 766 
authority to make, 777 
bank, 770 

basis of Federal notes, 775 
customer’s liability on account 
of, 471 

development of, 763 
dollar, 133 

Federal Reserve System, 171- 
173 

fictitious, 764 
growth of, 771 
how made, 769 
limit of, 778 
national banks, 132 
profit m making, 785 
safeguards for banker, 774 
security for, 776 
Account, closed record, 446, 530 
opening, 221 

Accounting bank, 438-443 
bank purpose of, 438, 440 
Accounts, analysis of, 531-546 
corporation, 224 
new, 221 
partnership, 266 
payable, 705 
receivable, 700 
cost of discounting, 668 


Accounts receivable, disadvan- 
tages of, 765 
receivable, loans on, 659 
reasons for selling, 667 
risks m lending on, 668 
with depositors, 487 
with estate etc , 225 
Accrued interest, 469 
payable, 485 
taxes, wages, 707 
Addressing lists, 529 
Adjustments, 552 
Administrator's accounts, 225 
Advantages of various types of 
banks, 202 

Advisory Council, Federal Reserve 
System, 164 
Agency, 226 

Agent, recounts with, 226 
checks of, 267 

Alteration of instruments, 274, 275 
Altered check, certification of, 305 
recovery on, 277 
American banks early, 88 
Analysis of accounts, 531-546 
of credit statements, 695, 716- 
750 

Arrival drafts, 418 
loans upon, 658 

Assets and liabilities, classification 
of, 696 
fixed, 707 

to liabilities, ratio, 696 
Assistant cashiers, 217 
Audit, independent, 590 
Auditor, 548 
Audits, 547 

Authority to do banking, 124 
Automobile financing, 671-678 
Average balances, 502 
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.•B 

Balance, ceitificates of, 553, 554 
Balances, average, 502 
minimum, 222 
small, 223 

Bank acceptances, 770 
acceptance, operation of, 780 
building, 456 
checks as currency, 150 
credit, 760 
notes, 80-760 
elasticity, 180 
first use of, 81 

of Manhattan Company, 99 
of Massachusetts, 89 
of New York, 90 
of North America, 89 
of United States First, 90 
of United States Second, 92-96 
organization of, 121 
Banker, autocrat, 97 
Banker's acceptance defined, 776 
individual, 33 
investment, 35, 36 
private, 33, 34 

Banking after Civil War, 110 
before Civil War, 110 
early American, 1 
functions of, 2 
m Colonies, 84-88 
principles, 1 

prior to Federal Reserve System, 
143 

qualifications for, 396-402 
system of U S , 143 
system, old, defects of, 157 
Banks, commercial, 18 
due from, 455 
due to, 474 
early American, 88 
“free,” 99-101 
mobilize money, 3 
one-man, 206 
reason for organizing, 201 
types of, 17 


Barter, 45, 46 
Batch system, 234 
Bill of lading transfer of, 654 
Bills of lading, 650 
receivable, 701 
Block system, 234 
Board of directors, organization of, 
210 

Bond and mortgage, 682 
house, work of, 36 
Bonded debt, 714 
Bonds, called, 513 
corporate, process of issue, 36 
municipal, 38 
Book accounts, 658 
Bookkeeping, machine, 494 
Boston ledger, 489 
Bradstreet, credit agency, 596 
Branches, bank, 21 
Federal Reserve, appendix 
Broker, commercial paper, 691 
Buildings and land, 708 
and loan associations, 29 
Burroughs bookkeeping machine, 
494 

Buying commercial paper, 693 
order for securities, 512 
By-laws, National banks, 126 

C 

Called bonds, 513 
Calling loans, 640 
Capital, impairment of, 209 
national banks, 124 
stock, 714 
account, 472 
credit statement, 711 
tax on, 464-465 

Card system, savings accounts, 757 
Carrier, liability of, 652 
Cash (in statement), 699 
discount system, 688 
items, return of, 500 
letter acknowledgment, 346, 353, 
354 
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Cash letters, 559 
on hand, 450 
Cashier, 216 
check register, 480 
Cashier’s checks, 480, 553 
Central file, 529 
Certificates of balance, 553 
of deposit, 477 
book, 478 

Certification, authority to make, 
300 

how made, 298, 300 
of notes, etc , 304 
Certifications, national banks, 139 
Certified check, cancellation of, 304 
register, 479 
checks, 479, 553 
lost, 303 

presentment, 431 
Certifying checks, 760 
Check, absolute payment, 258 
alteration, 274-275 
recovery, 277 
books, 227, 526 
clearings, amount of, 152 
collections, Federal system, 190 
definition of, 254 
delivery of, 294 
duty of diawer, 276 
filling, 279 

fraudulent,' obtaimng money by, 
293 

on form of another bank, 278 
stop payment, 279, 280, 281 
Checks agreement to honor, 291 
and bills of exchange contrasted, 
254 

as gifts, 296 
certified, 299, 760 
circuitous routmg, 377, 386, 387, 
430 

cleaning, 311 
conditional, 294 
corporation, 266 
cost of collecting, 390 
gambling, 296 


Checks m lead pencil, 289 * 
incomplete, 265 
irregular, 285 
kiting, 507 

liability for refusal of payment, 
291 

memorandum, 263 
on bank itself, 501 
on own bank deposit of, 237 
origin of, 255 
paid as presented, 290 
partial payment of, 290 
payable in money, 258 
paying, process of, 261 
return of under clearing house 
rules, 318, 322 
right to charge back, 378 
sending direct, 374 
“sent wrong,” 320 
stale, 262, 263 
Sunday, 295 
to bank officers, 286 
transfer rights, 256 
without date, 262 
what constitutes payment, 260 
why collected, 340 
Checking commercial paper, 693 
Christmas club, 482 
Circuitous routmg of checks, 377, 
386, 387 

Circulation, profit on national 
banks, 131 
tax on, 463 

Citizenship, national banks, 132 
City notes, 420 
Clearing checks, 311 
house collections, 344 
country, 323 
defined, 307 
exammations, 320 
exchanges, 450 
expenses, 325 
functions, 307-309 
houses, 307 
loan certificates, 317 
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Clearing hous^ membership, 310 
New York rules of, 325-339 
operation of, 311-314 
operation of New York, (full 
rules), 325—339 
presentment through, 431 
return of checks through, 322 
settlements, 314-317 
statistics, 319 
Clearing houses, 307 
country, 323 
defined, 307 
functions, 307-309 
membership, 310 
Clearing, making a, 311 
Clients securities, 510, 555 
Closed account record, 530 
Code messages, 554 
Coinage, 56 
process of, 58 
Coins, abrasion of, 61 
kinds of, 58 

of U S in, circulation, 64 
process of making, 59 
subsidiary, 58 
Collateral, 623 
loan ledger, 454 
loans, 453 

Federal system, 186 
mixed, 626 
valuing, 625 
Collection costs, 370 
letter, 403, 405, 407, 418 
notice of payment, 413 
of notes, 620 
process of, 408 
register, 510 
returned, 410 

system Federal Reserve Bank, 
359, 362-368 
Collections, 395 
city, 415, 420 
clearing house, 359 
classified, 403 
clearing house, 344 


Collections, country, 419 
due diligence, 373 
incoming, 416 
payable at bank, 420 
payment for, 412 
reasons for making, 405 
receipts from, 426 
settlement for, 421 
time, 406 

Colonial banking, 84-88 
bills of credit, 70 
Colonies, money m, 48 
Commercial banks, 18 
paper, 686 

advantages of to banks, 690 

broker, 691 

buying, 693 

checking, 693 

of to borrower, 689 

origin of, 687 

process of purchase of, 692 
security for, 694 
Committees, 211 
Comparative statements, 590 
Comparisons of business, 591 
Confederate notes, 78 
Continental money, 74 
Contingent liabilities, 713 
Conversion of national banks, 136 
of state banks, 136 
Convertible paper money, 69 
Corporate records, 443 
Corporation checks, 266 
Correspondent, liability for acts of, 
376 

Correspondents, loans for, 631 
Corporation accounts, 224 
Counterfeits, detecting, 238 
how made, 238 
Country collections, 419 
Coupons, collection of, 421 
payment of, 559 
returned, 423 
unpaid, 425 
Credit, 578 
agencies, 592 
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Credit, companies, 41 
company, origin of, 42 
contract with, 666 
organization of, 663 
demands effect of, 177 
department, scope of, 580 
orgamzation, 583 
work of, 581 
inelasticity, 151 
information exchange of, 585 
filing, 586 

injuries, answering, 585 
letter of, 782 
machine, building, 5 
man, qualities of, 582 
men’s organizations, 597 
records, 447 
risk, investigating, 583 
testing, 667 
statement form, 607 
statements analysis of, 695, 716- 
750 

false, 587 

substitute for money, 7 
Credits, deferred, 357 
Currency inelastic, 149 
shipments, 559 
Customer’s ledger, 487 
liability, acceptances, 471 

D 

Daily balances, interest on, form, 
504 

Damages for return of checks, 291- 
292 

Date on check, 261 
Day loan, 638 
Debenture bonds, 712 
Deceased persons checks of, 288 
Deferred payments, money a 
medium of, 54 

Demands, credit, effect of, 177 
Departmentalization, bank, 218 


Deposit, acknowledgment® of, 231 
composition of, 230 
contract of, 227 
liabilities, 559 
proving, 234 
Deposits, 221, 474, 760 
bank, 4 

created from loans, 6 
how created, 4 
ledger, 487 
postal savings, 477 
preferred, 475 
public, 475, 477 

record of savings department, 
753 

relation to reserve, 15 
right to borrow, 13 
secured, 475-476 
state, 476 
Directors, 208 
duties of, 211 

Federal Reserve Banks, 162-164 
fees, 211 

oath of office, 125 
qualifications of, 125 
report to, 527 
Discount clerk, 615 
figuring, 616 
market, 179 
rates, rise of all of, 186 
register, 620 
unearned, 486 
Discounts, 455, 599 
Dishonored items, 416 
Dividends, national banks, 134, 
138 

unpaid, 482 

Dollar exchange, 133, 779, 784 
gold content of, 57, 64 
what is, 64 

Domestic exchange, 188 
Draft, commercial, 404 
notice of, received, 411 
Drafts, arrival, 418 
Dun, credit agency, 596 
Due from banks, 455 



802 


INDEX 


* «E 

o 

Earnmgs-division of Federal Ko- 
serve Banks, 197 
Elasticity bank note, 180 
Elections, bank, 208 
Eligible paper Federal Reserve 
System, 173 
Estates, checks of, 267 
Examination, bank, process of, 569- 
577 

Examinations, bank, 547, 561 
clearing house, 320 
national banks, 134 
Examiner, bank, 562, 563 
Exchange, 343, 426, 484, 618 
charges, 236 
costliness of, 384 
dollar, 133, 779, 784 
domestic, 188 
evils of, 393 
legitimate charges, 393 
meaning of, 379 
profit from, 389 
spread of charges, 391 
theory of, 381 

Exchanges for clearing house, 450 
Estate accounts, 225 
Executor’s accounts, 225 
Expense accrued, 484 
classification book, 466 
Expenses, 466 
auditing, 560 
payment of, 467 

F 

Failures (bank), causes of, 563 
Federal Advisory Council, 164 
Reserve Act, no mystery, 142 
Bank Collection system, 359, 
362, 368 

banks and branches, Appendix 
Banks and Treasury, 194 
Banks and the war, 141 
Bank notes, 181 
Board, 160 


Federal Reserve Board Powers, 161 
Directors, 162 
Notes, 182-185 
System Administration, 158 
System Banking before, 143 
System, causes for, 140 
System membership, 159 
System membership, advan- 
tages, etc , 372 

System, summary, causes of, 
198 

Fees, directors, 211 
Felling, check, 279 
Financing, automobile, 671-678 
First bank of United States, 90 
Fixed assets, 707 
Float, 153 

Foreign exchange, 157 
trade, Federal System, 193 
Forgery, 267 

banks liability m indorsements, 
245 

law of, 270 

right of bank to recover, 271-274 
Four to one, rule of, 14 
Free banks, 99, 101 

system m N Y , 101 
Functions of a bank, 2, 18 
Funds, insufficient, 282 
misapplication of, 237 
uncollected, 287, 503 
Furniture and fixtures, 460 

G 

General ledger, 448 
Gold ceitificates, 69 
imports and exports, effect of, 
178 

mint price of, 60 
premium on, 61 
settlement fund, 191, 368 
Good delivery, 628 
Goods, delivery of, 646 
shipped, title to, 655 
Goodwill, 710 
Government monies, 156 
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Greenbacks, 75-78 
Gresham's law, 62 
Guaranty of loans, 639 

H 

Holds, 501 

I 

Income taxes, 465 
verification of, 550 
Inconvertible paper money, 70 
Indiana, state bank of, 114 
banks m, 105 
Individual bankers, 33 
Indorsement, 240 
“for collection," 377 
“for deposit," 243 
name misspelled, 287 
various forms of, 241 
Indorsements, examination of, 285 
forged, bank's liability, 245 
Indorser, warranties of, 244 
Insane persons, checks of, 288 
Instruments payable at clearing 
house, 421 
at bank, 420 
Insufficient funds, 282 
certification against, 305 
Insurance, 682 
expiration register, 684 
Interest accrued, 469 
payable, 485 
collection of, 637 
delays, 503 

form for calculating on daily 
balances, 504 
notice, 459 
paid, 462 

rate of, national banks, 134 
rates, 637 
received, 483 

Investment bankers, 35, 36 
Investments, 709 
national banks, 133 
Items dishonored, 416 
time, 415 


Jomt accounts, checks on, 266 
Journal, 449 

K 

Kiting checks, 507 
L 

Land and buildings, 708 
Lead pencil checks, 289 
Ledger Boston, 489, 490 
customer’s, 487 
liability, 509 
page, 495 

Ledger card, savings dept., 755 
Legal tender, 64 
notes, 67 

Letters of credit, 558, 782 
Liabilities, contingent, 713 
deposit, 559 
fixed, 711 

Liability cards, 613 
for refusal to honor checks, 291 
ledger, 509, 608, 620 
of carrier, 652 

of stockholders National banks, 
136 

Library, bank, 528 
Lien, warehousemen's, 647 
Life insurance pol cies loans on, 670 
Loan bookkeeping of, 629 
cards, 630 
clerk, work of, 623 
contract, 637 
day, 638 

process of making, 604 
Loans, 599 

bookkeeping of, 608 
calling, 640 
classification of, 603 
collateral, 453, 623 
directors, 212 
for correspondents, 631 
form of, 602 
guaranty of, 639 
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Loans, limit Of, 9 ^ 
made journal, 631 
making, 761 
merchandise, 640 
national banks, 127, 128, 129 
on accounts receivable, 658 
on arrival drafts, 658 
on life insurance policies, 670 
on real estate, 678 
national banks, 129 
on savings bank books, 670 
paid journal, 631 
power to make, 600 
prepayment of, 640 
restrictions, national bank, 127, 
128, 129 
time, 636 

Louisiana, banking in, 118 
M 

Machine posting, 494 
Machinery, 708 
Mail, 517, 522 
legistered, 523 
Maker of check duty of, 276 
Management, bank, 205 
Margin, 628 
merchandise loans, 643 
Market, money, 634 
operations, Federal Reserve 
Banks, 168-169 
Mark-up, 706 
Maturity book, 510, 609 
notice of, 621 
tickler, 620 

Meetings, stockholders, 208 
Memorandum checks, 263 
Merchandise, 702 
loans, 640 
margin, 643 
on consignments, 704 
rules for loaning on, 641 
Messages m code, 554 
Messenger, 395 
Messenger’s duties, 411 
Mint price of gold, 60 


Minute book, 444 
index, 445 
Money, 43 
continental, 74 
department, 249 
George Smith’s, 116 
Government, 156 
how strapped, 240 
m the colomes, 48 
kinds of, 44 
market, 634 

medium of deferred payments, 
54 

mobilization of, 3 
obtained by bad check, 293 
origin of, 44 
paper, 67 
redemption of, 79 
qualities of, 50-53 
revolutionary, 73 
shipments of, 154 
storehouse of value, 54 
supply, 251 
tobacco, 47 

unfit, redemption of, 251 
Moral risk, 592 
Mortgage companies, 30 
ledger, 458, 459 
loans, 457 

Federal Reserve System, 196 
national banks, 129 
Mortgages, 712 
Municipal bonds, 38 

N 

Name misspelled on check, 287 
National banking system, 119 
bank notes, 130, 151 
profit on, 131 
retiring, 181 

banks, conversion, of, 136 
mortgage loans, 196 
term of existence, 125 
New account record, 228 
New York clearing house rules of, 
325-339 



INDEX 


805 


Non-notification plow (Loans on 
receivables), 665 
Non-payment of items, 417 
notice, 35S 

Note issues, early American, 1 
files, 610 

national banks profit on, 131 
notice of maturity, 621 
paid, notice of, 414 
recording, carbon system, 610- 
615 

record forms, 614 
register, 612 

tax on, national banks, 136 
teller, 615, 619 
Notes, collection of, 620 
confederate, 78 
discounted, initialing, 606 
legal tender, 67 
national bank, 130 
payable at clearing house, 421 
to banks, 705 
recall of, 409 
timing, 615 

Notice of dishonor, 427, 432 
of protest, 434, 435, 436 
time of, 433 

Numerical transit system, 354 
O 

Oath of office, national bank direc- 
tors, 125 

Offering book, 606 
slip, 604 
Officers, 210 
Ohio, state bank of, 118 
One-man banks, 206 
Operation of bank acceptance, 780 
Organization bank, 201 
of bank, 121 

conception of, 201 
reason for, 201 
Overdraft notice, 408 
Overdrafts, 283, 284, 285, 467 


Panics, 154 

Paper, eligible, Federal Reserve 
system, 173 
money, 67 

advantages and disadvantages 
of, 82 

convertible, 69 
first m U S , 70 
inconvertible, 70 
redemption of, 79 
rules for redemption of muti- 
lated, 80 

Paper-two name, 768 
Participation agreement, 633 
Participations, 632 
Partnership accounts, 266 
Pass books, balancing, 492 
Patents, 709 
Patterns, dies, etc , 709 
Par points, 383 
presentment for, 428, 432 
Paying teller, 247 

duties of. 248, 252 
Payment, clearing house, 321 
Posting machine, 494 
Power of attorney, 226 
Powers, loan, national banks, 127, 
128, 129 

national banks, 126 
Prepayment of loans, 640 
Presentment, clearing house, 321 
of instruments, 428 
President, 213 
Principles of banking, 1 
Private bankers, 33, 34 
Profit and loss, 473 
statement, 715 
Promissory note, 605 
Protest, 427, 432 
fees, 436, 483 

notice, to whom given, 434 
not necessary, 436 
of where sent, 435 
process of, 433 
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Protest, unpaid checks, 374 
waiver of, 435 
Proxies, 207 

Q 

Quick liabilities, 704 
E 

Rack, 351, 520 

Ratio of assets to liabilities, 696 
Real estate loans, national banks, 
129 

loans, 678 
owned, 460 
titles, 681 
values, 679 
Recall of notes, 409 
Receiving teller, 229, 232 
Reconcilements, 550, 551 
Record of new accounts, 229 • 

Recording papers, 682 
Records, bank, 447 
kind, 443 
old, 560 

Redemption of Federal reserve 
notes, 183 
of unfit money, 251 
Rediscounts, 487, 684, 685 
and note issues, 187 
benefit of, 185 
Registered mail, 523 
Renewals, 640 
Rent, 484 

Report to directors, 527 
Reports, national banks, 134 
Reserve agents, 342 
cities, 134 

ratio, meaning of, 175 
Reserves, 714 
amounts of, 9 
bank, 8 

building up, 10-12 
centralization of, 167 
composition of Federal System, 
176 


Reserves, computation of Federal 
Reserve System, 166 
creating, 380 
decentralization, 144 
Federal Reserve Banks, 175 
System, 165 
form of, 145, 147-148 
function of, 176 
lesser, Federal System, 192 
national banks, 135 
under former regime, 145-148 
Return item form, 361, 523 
of items, reason for, 412 
Revolutionary bills of credit, 73 
Risk moral, 592 

S 

Safe Deposit companies, 40 
department operation of, 787 
deputy card, 790 
entry card, 789 
ticket, 792 
history of box, 791 
ledger, 791 
receipt for keys, 789 
record of box entries, 793 
records, 525 
rental receipt, 794 
Safety fund banking system, 98 
Savings and loan associations, 29 
accounts, 475 
banks, 23 

first in America, 25 
books, loans on, 670 
contract of deposit, 27 
distinguishing features, 26 
investments, 28 
management, 26 
ownership, 23 
partnership, 24 
plans of operation, 752, 759 
stock, 29 
department, 750 
ledger, evolution of, 750 
card, 755 
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Second Bank of United States, 92- 
96 

Securities account, 451 
back, 452 

bought and sold, 511 
buying and selling orders, 512 
endorsement of, 628 
for clients, 510, 555 
purchase and sale of, 554 
unlisted, 624 

Selling order for securities, 512 
Signature, 224, 265 
card savings department, 751 
department, 268 
Silver certificates, 69 
how rolled, 240 
Smith’s, George, money, 116 
Society accounts, 225 
Stamp taxes, 465 
Stamps documentary, 618 
Standards, 64 
State banks, 19, 92 
conversion of, 136 
Statement book, 449 
simplified, 507 
credit form, 607 
form, 497 

Statements comparative, 589 
customer’s, 493 
false credit, 587 
Stationery, record of, 526 
Statistical records, 445 
Statistics, 528 
Stock, bank, selling, 122 
book, 443 
ledger, 444 

own, loans on national banks, 
138 

savings banks, 29 
transfer book, 443 
Stockholders, 207 • 

liability national banks, 136 
meetings, 208 

Stop payment, 279, 280, 281 
certification after, 306 
signal, 282 


Stop payments ^savings depart- 
ment, 759 * 1 

Substitutions, 627 
Suffolk bank system, 105-109 
Sunday checks, 295 
Surplus, 713 
account, 472 
Suspense account, 461 
ledger, 461 

T 

Tax, capital stock, 465 
on capital, 464 
on circulation, 463 
on note issues, national banks, 
136 

Taxes, 683 
income, 465 
on real estate, 465 
paid, 463 
received, 484, 707 
stamp, 465 

Telegraphic transactions, 515 
Teller’s differences, 469 
Tender, legal, 64-66 
Three C’s of credit, 578 
Ticket, deposit, 230 
Time collections, 406 
items, 415 
loans, 636 

reasonable m presentment, 429 
sales of pianos, 669 
Timing notes, 615 
Title companies, 30 
to goods shipped, 655 
to real estate, 681 
Tobacco money, 47 
Transit department, 345 
City bank, 349 
letter, 351, 352 
work of small bank, 346 
Transits, 340 * 
remittance letter, 348 
Traveler’s checks, 522 
Treasury and Federal Reserve 
banks, 195 



808 


INDEX 


Treasury notes of 1890, 78 
stock, Til ^ 

Trust companies, 21 
departments, national banks, 137 
receipts, 649 
Two-name paper, 768 

U 

Uncollected funds, 287, 503 
Undivided profits, 473 
Unearned discount, 486 
Unit system, 233 
Unlisted securities, 624 
Unpaid item returned acknowledg- 
ment, 417 
Used cars, 676 
Usury, national banks, 134 

V 

Vacancies, national banl£ directors, 
136 

Value, money, a storehouse of, 54 


Vice president, 215 
Vouchers delivery of, 524 
duty of depositor to examine, 498 
returned record (from), 524 

W 

Wages accrued, 707 
Wampum, 46 
Warehouse receipts, 643 
classes of, 645 
transfer of, 648 
Warehousemen, 644 
Warehousemen’s lien, 647 
Wisconsin, banks m, 105 
Withdrawals, savings dep’t record 
of, 756 

Y 

Yield book, 639 




